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The 73d Congress Faces 
the Banking Problem 


Foreword 


Wirz absolute control of all the banks 
of the country in the hands of the President; by virtue of 
the special emergency banking legislation enacted by Con- 
gress on March 9, the attention of the Administration and 
Congress is about to be turned toward the enactment of 
such amendments to the general banking laws as they 
consider desirable for permanent strengthening of the 
American financial structure. 


Until the past year the main desire has been to so gear 
the banking structure that it could function more smoothly 
in the interest of the development of business. 


With the increase in the number of bank failures, how- 
ever, came hoarding. Men and women in all walks of 
life were becoming distrustful of banks and were putting 
their money in safe deposit boxes or in secret hiding 
places. 


Wise observers, in government, financial and business 
circles, saw plainly that the distrust of banks was growing 
and that something must be done to restore public con- 
fidence in them. 


As a result, attention became focused on the needs of 
the rank and file of citizens who had been accustomed to 
deposit their money in banks in the past but who were 
abandoning that practice. The cry arose that, after all, 
the most important factor im the entire situation was the 
depositor. Unless he continued to deposit his earnings in 
the banks the whole banking machinery would be thrown 
out of gear. Consequently, the protection of the deposi- 
tors became a burning issue. 


Long-time advocates of guaranty of deposits were quick 
to grasp the opportunity. Representative Henry B. Stea- 
gall, Democrat, of Alabama, Chairman of the House Com- 
mittee on Banking and Currency, introduced in the last 
Congress a bill for this purpose. It passed the House on 
May 27, 1932, but did not come to a vote in the Senate. 


It seems safe to predict, however, that something in the 
nature of guaranty of deposits will be considered by Con- 
gress when it takes up banking legislation. 





’ 


At the beginning of the present session it was generally 
supposed that the Glass banking bill, which was passed by 
the Senate last session but not by the House, and which 
was reintroduced in the Senate at this session, would fur- 
nish the framework for the general revision pians of the 
administration. 


Recently, however, it has been indicated that better 
results might be obtained if different phases of banking 
legislation were considered separately, in individual bills. 
If this plan is adopted special banking bills will probably 
be brought out and considered one at a time. 


As the DicEst gee to press Congress is still waiting 
for information from President Roosevelt concerning 
banking legislation. Unconfirmed rumors are to the effect 
that the administration will ask for piecemeal revision of 
the banking laws in preference to an oe at general 
revision in one single bill. Authoritative information on 
this point, however, is lacking. It was stated at the White 
House on March 23 that no decision had been reached 
on the subject. 


Both houses of Congress are flooded with banking bills 
covering every phase of the lem, but until the White 
House is heard from no safe prediction can be made as 
to the exact trend of the forthcoming legislation. 


It is certain, however, that the entire battle will rage 
around the question of unified control of the banking sys- 
tem of America. In the end it will be a knock down and 
drag out fight between advocates of the present dual sys- 
tem and advocates of the unified system. 


A study of all the arguments, pro and con, inside and 
outside of Congress, shows plainly that unification is the 
real issue at stake. This applies to legislation to increase 
the powers of the Comptroller of the Currency and the 
Federal Reserve Board; branch banking and guaranty 
of deposits. 


Supporters of the existing dual system, in opposing the 
above mentioned measures, invariably point out that their 
ultimate effect will be to force the state-chartered banks to 
join the Federal or National system or go out of business. 


It seems probable that the Administration will not be in 
a hurry to ask Congress to enact permanent bank reform 
legislation. At present the President has full control of 
the situation and the chances are that he will direct the 
Secretary of the Treasury to exercise the closest scrutiny 
over all banks in order to determine their soundness and 
will direct the Attorney General to prosecute in cases 
where the law has been violated. 


He does not need legislation to accomplish these pur- 
poses and some observers on Capitol Hill feel that it 
would be unwise to attempt permanent legislation until 
the existing banking condition is cleaned up. 

In the following pages will be found a brief record of , 
the coming of the Nation-wide ne emergency and 
how it was met in Washington; a complete chronological 
listing of the banking regulations issued by the Secretary 
nf the Treasury pursuant to the authority vested in the 
President by the emergency banking act; a summary of 
the provisions of that act, and a pro and con discussion 
of general banking problems, in which all phases of the 
situation are discussed. 


Events Leading to the 


Bank Crisis of 
1933 


February 14. The Governor of Michigan closed all 
banks in the State by executive order. Measures to re- 
strict withdrawals of bank deposits or to close the banks 
were rapidly taken by other States either by proclamation 
of the Governor, special emergency legislation or, in the 
case of restrictive measures by the State banking official, 
or officers of the banks. 


February 24. The Governor of Maryland proclaimed a 
“legal holiday.” 

February 27. Indiana announced restrictions of with- 
drawals. 


February 28. New Jersey, Kentucky, Indiana, Ohio, 
Pennsylvania, Arkansas, West Virginia and Nevada re- 
stricted bank deposit withdrawals. 


March |. Alabama, Louisiana, Kentucky and Tennessee 
declared bank holidays. Maryland extended the bank 
“legal holiday,” while in Minnesota and Kansas with- 
drawals were limited. 


March 2. The Governors of the following States pro- 
claimed legal bank holidays: California, Texas, Idaho, 
Nevada, Arizona and Washington. Restrictions were ex- 
tended in Mississippi. The bank holiday in Kentucky was 
extended. 


March 3: Georgia, Wisconsin, New Mexico and Okla- 
homa declared bank holidays under proclamation of their 
respective Governors, Arkansas by legislative act. Kansas, 
Minnesota, Virginia and North Carolina authorized re- 
strictions of bank deposit withdrawals. 


March 4. New York and Illinois joined the bank holi- 
day with the issuance of proclamations. by their a 
governors in the early hours of the morning. The follow- 
ing States followed: Missouri, Iowa, Rhode Island, Mas- 
sachusetts, Maine, New —_——— Nebraska, Pennsyl- 
vania, Vermont, Connecticut, Minnesota and New Jersey. 


March 5. Following all-day conferences with officers 
of the Treasury and the Federal Reserve Board, the Presi- 
dent at 11 p. m. a a ee er ie a 
temporary embargo on all gold exports and ordering all 
banks throughout the country to suspend operations 
through March 9. 

March 6 The President’s proclamation was formall 
signed and officially promulgated and dated March 6, 
since March 5 was Sunday and, therefore, not a legal 
day. 

On March 6 the status of banking operations throughout 
various states was, according to Associated Press reports, 
as follows: 


Alabama—Closed until further notice. 
Arizona—Closed until March 13. 
Arkansas—Closed until March 7. 


California—Almost all closed until March 9. 
Colorado—Closed until March 8. 

Connecticut—Closed until March 7. 

Delaware—Closed indefinitely. 

District of Columbia—Three banks limited to 5 per 


- cent; nine savings banks invoked sixty days’ notice. 


Florida—Withdrawals restricted to 5 per cent, plus $10 
until March 9. 
Georgia—Mostly closed through March 9; closing 
optional. 
Idaho—Some closed until March 18; closing optional. 
Illinois—Closed until March 8, then to be opened on 5 
per cent restricted basis for seven days. 
Indiana—About half restricted to 5 per cent indefinitely. 
Iowa—Closed temporarily. ; 
Kansas—Restricted to 5 per cent withdrawals in- 
definitely. 
Kentu 
until Ma’ 
Louisiana—Ciosing mandatory until March 7. 
Maine--Closed until March 7. 
Maryland—Closed until March 7. 
Massachusetts—Closed until March 7. 
Michigan—Mostly closed, others restricted to 5 per cent 


indefinitely ; Upper Peninsula banks open. 

Minnessts—Closed temporarily. 

Mississippi—Three-day holiday ordered, starting today. 

Missouri—Closed until March 7. 

Montana—Closed until further notice. 

Nebraska—Closed until March 8. 

Nevada—Closed until March 8; also schools. 

_ New Hampshire—Closed subject to further proclama- 
tion. 

New Jersey—Closed until March 7. 

New Mexico—Mostly closed until March 8. 

New York—Closed until March 7. 

North Carolina—Closed until March 9; Bank Com- 
missioner ordered to take necessary action to protect de- 
positors then. 

North Dakota—Closed temporarily. 

Ohio—Mostly restricted to 5 per cent withdrawals in- 
definitely. 

Oklahoma—Closed until March 8. 

Oregon—Closed until March 7. 

Pennsylvania—Mostly closed until March 7 ; Pittsburgh 


banks open. 

Rhode Island—Ordered closed today. 

South Carolina—Governor decides on seven-day holi- 
day starting today. 

South Dakota—Closed indefinitely. 

Tennessee—Few closed, others restricted, through 
March 10. 

Texas—All closed until March 8. 

Utah—Mostly closed until March 8. 

Vermont—Closed until March 7. 

Virginia—Closed until March 8. 

Washi Some closed until March 7. 

West Virginia—Restricted to 5 per cent monthly with- 
drawals indefinitely. 

yee oe — March 17. 5 , 

yoming—Withdrawals, restricted to cent. in- 

definitely. _ 


ee restricted to 5 per cent withdrawals 
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The Roosevelt Administration 
Meets the Crisis 


No sooner had Franklin D. Roosevelt 
been sworn in as President of the United States than he 
came face to face with what was perhaps the most ex- 
traordinary peace time emergency in the history of the 
American Republic. 

For more than two weeks prior to March 4, state offi- 
cials had been closing or restricting the operations of 
banks in various states. The climax was reached about 
March 1, but that climax had been approaching so rapidly 
that officials of the Hoover Administration were anxiously 
seeking a method of action. 


Press reports have stated that around the middle of 
February, Ogden L. Mills urged national action to close 
the banks and that President Hoover expressed willingness 
to take such action provided Mr. Roosevelt, as incoming 
President, would join him. This, the newspaper reports 
declared, Mr. Roosevelt was unwilling to do. Finally Mr. 
Mills, according to these reports, urged President Hoover 
on March 3, to issue a proclamation on his own respon- 
sibility. This, it was stated, President Hoover declined 
to do, on the ground that such action by him on the last 
day of his term of office would be misconstrued. 


These reports have been neither confirmed nor denied 
officially by Mr. Hoover or Mr. Roosevelt, but are inter- 
esting as background of the events that followed each 
other so rapidly from March 4, on. 

In his inaugural address on March 4, President Roose- 
velt made the following references to the banking situa- 
tion : 

“Practices of the unscrupulous money changers stand 
indicted in the court of public opinion, rejected by the 
hearts and minds of men. 

“Finally, in our progress toward a resumption of work 
we require two safeguards against a return of the evils 
of the old order; there must be a strict supervision of all 
banking and credits and investments; there must be an 
end to speculation with other people’s money, and there 
must be provision for an adequate but sound currency. 

“Our Constitution is so simple and practical that it is 
possible always to meet extraordinary needs by changes 
in emphasis and arrangement without loss of essential 
form. That is why our constitutional system has proved 
itself the most superbly enduring political mechanism the 
modern world has produced. It has met every stress of 
vast expansion of territory, of foreign wars, of bitter 
internal strife, of world relations. 

“It is to be hoped that the normal balance of executive 
and legislative authority may be wholly adequate to meet 
the unprecedented task before us. But it may be that an 
unprecedented demand and need for undelayed action 


may call for temporary departure from that normal bal- 
ance of public procedure. 


“I am prepared under my constitutional ane to recom- 
mend the measures that a stricken nation in the midst of 


a stricken world may require. These measures, or such 
other measures as the Congress may build out of its expe- 





rience and wisdom, I shall seek, within my constitutional 
authority, to bring to speedy adoption. 

“But in the event that the Congress shall fail to take 
one of these two courses, and in the event that the national 
omer. is still critical, I shall not evade the clear course 
of duty that will then confront me. I shall ask the Con- 
gress for the one remaining instrument to meet the crisis— 
broad Executive power to wage a war against the emer- 
gency, as great as the power that would be given to me 
if we were in fact invaded by a foreign foe.’ 

On the evening of March 4, and throughout March 5, 
which was Sunday, William H. Woodin, the new Secre- 
tary of the Treasury, Ogden L. Mills, retiring Secretary, 
officers of the Federal Reserve Board and others held a 
series of meetings, as the result of which, President 
Roosevelt, at 11 p.m. on March 5, issued his proclamation 
which was officially put into effect on the morning of 
March 6, 5, oes all banks from March 6 to March 9. 
On March met in extraordinary session in 
response to : be rom the President. On that date the 
President sent to Congress a Tee ate of a bill wo him 
broad emergency powers over the banks. 
promptly passed by both houses, although there was aly 
a single copy available for each house. 

Following the President’s proclamation of March 6 and 
the passage of the Emergency Banking bill on March 9, 
the Secretary of the Treasury began issuing regulations 
for the banks. 

The full text of the President’s proclamation and of the 
Treasury regulations, in the order of their utterance, are 
given below. 


The President’s Bank Proclamation 


Whereas there have been heavy and unwarranted with- 
drawals of gold and currency from our banking institu- 
tions for the purpose of hoarding and 

Whereas continuous and increasingly extensive ate 
tive activity abroad in foreign exchange has resulted 
severe drains on the Nation’s stocks of gold; and 

Whereas these conditions have created a national emer- 
gency; and 

Whereas it is in the best interests of all bank depositors 
that a period of respite be  . vided with a view to pre- 
venting further hoarding bullion or currency or 
speculation in lacie ee exchange and permitting the appli- 


- cation of a a ee eee 


our people ; 

Whereas it is provided in section 5 (B) of the act of 
October 6, 1917 (40 Stat. L. 411), as amended, “that the 
President ~ investigate, regulate, or prohibit, under 
2 aap regulations as he may prescribe, by means 


of licenses or otherwise, any transactions in foreign ex- 


and the export, hoarding, melting, or 
of gold or silver coin or bullion or currency, * * * and 








































Whereas it is provided in section 16 of the said act 
“that whoever shall willfully violate any of the provisions 
of this Act or of any license, rule, or regulation issued 
thereunder, and whoever shall willfully violate, neglect, 
or refuse to comply with any order of the President issued 
in compliance with the provisions of this act, shall, upon 
conviction, be fined not more than $10,000, or, if a natural 
person, imprisoned for not more than ten years, or both, 
=* *.” 


Now, therefore, I, Franklin D. Roosevelt, President of 
the United States cf America, in view of such national 
emergency and by virtue of the authority vested in me 
by said act and in order to prevent -the export, hoarding, 
or earmarking of gold or silver coin or bullion or currency, 
do hereby proclaim, order, direct and declare that from 
Monday, the sixth day of March, to Thursday, the ninth 
day of March, nineteen hundred and thirty-three, both 
dates inclusive, there shall be maintained and observed 
by all banking institutions and all branches thereof located 
in the United States of America, including the Territories 
and Insular Possessions, a bank holiday, and that during 
said period all banking transactions shall be suspended. 
During such holiday, excepting as hereinafter provided, 
no such banking institution or branch shall pay out, ex- 
port, earmark, or permit the withdrawal or transfer in 
any manner or by any device whatsoever, of any gold or 
silver coin or bullion or currency or take any other action 
which might facilitate the hoarding thereof ; nor shall any 
such banking institution or branch pay out deposits, make 
loans or discounts, deal in foreign exchange, transfer 
credits from the United States to any place abroad, or 
transact any other banking business whatsoever. 


During such holiday the Secretary of the Treasury, 
with the approval of the President, under such regulations 
as he may prescribe, is authorized and empowered (a) to 
permit any or all of such banking institutions to perform 
any or all of the usual banking functions, (b) to direct, 
require or permit the issuance of clearing house certificates 
or other evidences of claims against assets of banking 
institutions, and (c) to authorize and direct the creation 
in such banking institutions of special trust accounts for 
the receipt of new deposits which shall be subject to with- 
drawal on demand without any restriction or limitation 
and shall be kept separately in cash or on deposit in Fed- 
cral Reserve banks or invested in obligations of the United 
States. 

As used in this order the term “banking institutions” 
shall include all Federal Reserve banks, national banking 
associations, banks, trust companies, savings banks, build- 
ing and loan associations, credit unions, or other corpora- 
tions, partnerships, associations or persons engaged in the 
business of receiving deposits, ing loans, discounting 
business paper, or transacting any other form of banking 
business. 


Treasury Regulations Under the 
Emergency Law 


March 6 


1—Under the authority conferred upon him by the 
President’s Proclamation of March 6, 1933, declaring a 


100 





bank holiday, the Secretary of the Treasury has author- 
ized all Federal reserve banks and all ether banking 
institutions to make change by the exchange of cur- 
rency and/or coin of various de:eminations for an 
exactly equal amount of currency and/or coin of other 
denominations, but no gold or gold certificates shall be 
paid out in making change. 

2—All banking institutions may allow their customers 
free access to the safety deposit boxes and safes rented 
to such customers. 

3—All banking institutions may upon request return 
intact and without restriction all cash, checks, and other 
items delivered for deposit or collection which were re- 
ceived after the last closing of business hours and have 
not-been entered on the books of such banking institution. 

4—All banking institutions may continue, in accordance 
with usual practice, to cash checks drawn on the Treasurer 
of the United States, provided that no gold or gold certifi- 
cates shall be paid out. 

5—Any banking institution may accept payments in 
cash or any other form acceptable to it on account or in 
settlement of obligations payable at or to such institution. 

6—Any banking institution may handle and collect 
drafts or other documents in connection with the ship- 
ment, transportation or deli of food or feed products, 
may pay out or permit the withdrawal of such amounts 
of currency as shall be necessary in the judgment of such 
banking institution in connection with such shipment, 
transportation or delivery of food or feed products, and 
may perform such other banking functions as may be 
essential to the shipment, transportation or delivery of 
food or feed products, provided, however, that no banking 
institution shall pay out or permit the withdrawal of any 
gold or gold certificates. 

7— its heretofore received by any banking institu- 
tion pursuant to agreement or legislative authority pro- 
viding for segregation and for repaymept without restric-. 
tion may be paid on demand. Any ing institution 
which was lawfully engaged in the business of receiving 
deposits prior to March 6, 1933, may create special trust 
accounts for the receipt of new deposits which shall be 
subject to withdrawal on demand without any restriction 
or limitation and shall be kept separately in cash or on 
deposit in Federal Reserve Banks or invested in obliga- 
tions of the United States. Federal reserve banks may 
open special accounts on their books for their member 
banks and temporarily for non-member banks and may 
receive in such special accounts the proceeds of new 
deposits received by such banking institutions. In making 
deposits with the Federal reserve bank pursuant to this 
regulation the depositing bank shall in case of each 
ope indicate to the Federal reserve bank by symbol or 
¢ Twise ~ the funds so o— 

leposits made under this regulation. Upon receipt o 
such deposits such Federal reserve bank shall credit the 
same in the special account of the depositing bank herein 
provided for and shal! hold the same solely for repayment 
to such bank. Federal reserve banks shall permit the 
withdrawal of any part or all of such new deposits by the 
depositing bank without restriction provided that the de- 
positing bank shall in such order or request for withdrawal 
indicate to the Federal reserve bank by symbol or other- 
wise that such withdrawal is to be made from: such special 
account, provided however that no hanking institution 
shall pay out or permit the withdrawal of any gold or 
gold certificates. 






March 7 


8—Where settlement for checks charged by drawee 
institutions to the drawers’ accounts on its books on or 
before March 4, 1933, is incomplete, settlement may be 
completed where such settlement does not involve the pay- 
ment of money or currency. 

9—Any banking institution may deliver to the person 
entitled thereto properly identified documents and securi- 
ties held by such institution for safekeeping. 


Under the terms of the Act of March 9, 1933, imme- 
diate action has been taken by the President and the Secre- 
tary of the Treasury which will make possible the resump- 
tion of banking operations in substantial volume at a very 
early date. Pending such resumption the vital needs of 
communities must be met. Attention of all banking insti- 
tutions is called to Regulation 10 which is still in force 
and which as amended provides for cooperation between 
banks in different communities and reads as follows: 


10—Any national or State banking institution may ex- 
ercise its usual banking functions to such extent as its 
situation shall permit and as shall be absolutely necessary 
to meet the needs of its community for food, medicine, 
other necessities of life, for the relief of distress, for the 
payment of usual salaries and wages, for necessary cur- 
rent expenditures for the purpose of maintaining employ- 
ment, and for other similar essential purposes. Banking 
institutions may carry out such transactions as may be 
necessary to aid banking institutions in other communities 
to meet the necessities set forth above. Provided, how- 
ever, That (1) every precaution shall be taken to prevent 
hoarding or the unnecessary withdrawal of currency; (2) 
No State banking institution shall engage in any transac- 
tion under this regulation which is in violation of State or 
Federal law or of any regulation issued thereunder; (3) 
No National banking association shall in any 


transaction under this section which is in violation of any 
Federal law or of any order or regulation issued by the 
Comptroller of the Currency; and (4) No gold or gold 


certificates shall be paid out. Each banking institution 
and its directors and officers will be held strictly account- 
able for faithful compliance with the spirit and purpose 
as well as the letter of this regulation. 


Federal reserve banks may carry on such functions as 
may be necessary to facilitate transactions authorized by 
this regulation. 

In order to enable member banks of the Federal reserve 
system to meet the needs of their respective communities 
to the extent authorized by this regulation Federal reserve 
banks may make advances to such member banks under 
the conditions set forth in Section 10 (b) of the Federal 
Reserve Act as amended by the act of March 9, 1933, and 
in accordance with authority granted by the Federal Re- 
serve Board. 

In addition, in order to enable individuals, partnerships 
and corporations to meet their immediate payroll require- 
ments, Federal reserve banks may make temporary ad- 
vances to such individuals, partnerships and corporations 
on their promissory notes secured by direct obligations of 
the United States in accordance with authority granted by 
the Federal Reserve Board. (As amended by supplemen- 
tary order of March 10.) 

11—The Secretary of the Treasury announces that any 
bank having a branch in a foreign country may deposit 
collateral in the United States to secure advances to such 
branch in a foreign country, provided such transaction 


does not involve any transfer of credit from the United 
States to a foreign country and any bank having a branch 
in an insular possession of the United States may deposit 
United States Government secutities or other collateral 
for a similar purpose when under the President’s Frrocla- 
mation advances of local currency in the insular possession 
may lawfully be made. 

12—Clearing house associations and other associations 
organized to provide an adequately secured medium of 
temporary exchange, are hereby permitted to issue certifi- 
cates against sound assets of banking institutions, such 
certificate to be deliverable by each institution to its 
creditors and depositors on a pro rata basis, provided, 
however, that no such certificates shall be issued before 
Friday, March 10, 1933, without the consent of the Secre- 
tary of the Treasury addressed to the clearing house or 
other association proposing to issue such ificates, and 
further provided that this ission may be revoked in 
the event that a national to meet the existing emer- 
gency is pro by the etary of the Treasury if in 
his opinion the success of such plan would be inconsistent 
with the operation’ of the ificate plan. 

13—Any banking institution lawfully engaged in the 
business of acting as trustee, executor, administrator, 
registrar of stocks and bonds, transfer agent, guardian of 
estates, assignee, receiver, committee of estates of lunatics, 
or in any other fiduciary capacity may continue to trans- 
act such business in the normal and usual manner; pro- 
vided that in the conduct of said business, except as may 
be permitted by other regulations of the Secretary of the 
Treasury, such banking institution shall not pay out or 
permit the withdrawal of coin 6r currency nor withdraw 
any trust or fiduciary funds on deposit with any other 
department of the bank. 

14—Federal reserve banks are authorized to conduct 
their normal and usual operations as fiscal agents of the 
United States in transactions pertaining to the exchange 
of obligations of the United States, such as making ex- 
change of denominations, exchanging coupon for regis- 
tered bonds, and vice versa, receiving registered bonds for 
transfer and effecting C. P. D. transactions. 


March 8 

15—The permission granted in Regulation Number 7 
that deposits heretofore received by any banking institu- 
tion pursuant to agreement or legislative authority provid- 
ing for segregation and tt without’ restriction 
may be paid on demand, includes any bank in which any 
such deposits have been redeposited by or on behalf of 
the receiving bank in accordance with such agreement or 
legislative authority. 


March 10 

16—All banking institutions are hereby authorized to 
take such steps and carry through such transactions as 
may be necessary to complete for their own account, or 
the account of their customers, payment on any subscrip- 
tions for Treasury bills of the United States for which 
payment was due on March 6, 1933. 

17—Any banking institution may, when the owners 
consent thereto, pay checks issued prior to March 6, 1933, 
and received in due course of business by the drawee 
banking institution, by charging the amounts thereof to 
the accounts of the drawers and crediting such amounts 
to the accounts of such owners on the books of the drawee 
banking institution. 





March II 


18—All banking institutions are hereby authorized to 
subscribe and pay for any United States Government obli- 
gations which may be offered for subscription and sale by 
the Secretary of the Treasury. Federal Reserve Banks 
may carry on such functions as may be necessary to 
facilitate such transactions as are authorized by this reg- 
ulation. 

All Federal Reserve Banks are authorized to redeem 
matured obligations of the United States and to cash 
matured coupons provided no gold or gold certificates 
shall be paid out. 

19—Except as otherwise prohibited by law, banking 
institutions may exercise their normal and usual functions 
in permitting substitution for or release of collateral held 
by them, provided other collateral or cash of equal or 
greater value is received in exchange therefor. 


20—All Federal Reserve Banks and their Branches and 
Agencies may open March 13, 1933, and may remain open 
for the performance of all usual and normal banking func- 
tions except as prohibited by the Executive Order issued 
by the President on March 10, 1933, and any further 
orders or regulations hereafter issued. 


21—Banking institutions which are not members of the 
Federal Reserve System or organized under the laws of 
the United States and which are not under the immediate 
supervision of any State authority may, on and after 
March 13, 1933, carry on their normal and usual func- 
tions, except as otherwise prohibited and except that no 
such institution shall pay out any gold coin, gold bullion 
or gold certificates, unless authorized by the Secretary of 
the Treasury, nor allow withdrawal of any currency for 
hoarding, nor engage in any transaction in foreign ex- 
change except such as may be undertaken for legitimate 
and normal business requirements, for reasonable trzvel- 
ing and other personal requirements, and for fulfillment 
of contracts entered into prior to March 6, 1933. 

All Federal land banks, Federal intermediate credit 
banks, joint stock land banks, Federal home loan banks, 
regional agricultural credit corporations and the Recon- 
struction Finance Corporation are hereby permitted to 
open at 9 o'clock, a. m., Monday, March 13, 1933, to 
perform their usual banking functions except to the extent 
_——- by the executive order of the President of the 

nited States, issued March 10, 1933, by Federal or 


State law, or as may hereafter be limited or prohibited by 
regulations promulgated by the Secretary of the Treasury. 

This permission, as to each of the foregoing banking 
institutions, may be revoked in whole or in part by the 
Secretary of the Treasury at any time, and is granted as 
to each such institution upon the express condition that 
such institution shall deliver, within thirty ~~ from the 


date hereof, to the Treasurer of the United States or to 
a Federal Reserve Bank or a Federal Reserve branch bank 
of the district in which it is located, all gold coin, gold 
bullion and gold certificates owned by it, and receive pay- 
ment in credit or in other form of coin or in currency. 


March 12 


22—All Federai land banks, Federal intermediate credit 
banks, joint stock land banks, Federal home joan banks, 
Corporations organized under Section 25(a) of the Fed- 
eral Reserve Act, regional agricultural credit corporations 
and the Reconstruction Finance Corporation are hereb 
permitted to open at 9 o’clock, a. m., Monday, March 13, 


1933, to perform their usual banking functions except to 
the extent prohibited by the executive order of the Presi- 
dent of the United States, issued March 10, 1933, by Fed- 
eral or State law, or as may hereafter be limited or pro- 
hibited by regulations promulgated by the Secretary of 
the Treasury. 

23—No banking institution shall permit any withdrawal 
by any person when such institution, acting in good faith, 
shall deem that the withdrawal is intended for hoarding. 
Any banking institution, before permitting the withdrawal 
of large or unusual amounts of currency, may require 


* from the person _ . such withdrawal, a full state- 
0 


ment under oath 
is requested. 

24—All banking institutions may cash official drafts 
drawn upon the Secretary of State for payment of sal- 
aries, traveling and other contingent expenses but not for 
personal account, and remit the amounts thereof to the 
banks from which the drafts are received, provided that 
no gold or gold certificates shall be paid out. 


March 13 


25—Pending the determination by the Treasury Depart- 
ment of a suitable procedure for licensing the delivery of 
gold for use in trade, profession or art, Federal Reserve 
banks are hereby authorized to deliver upon request there- 
for gold in amounts deemed by such bank to be reason- 
ably required for legitimate and customary uses in trade, 
profession or art, provided such request is accompanied 
by affidavit of the person requesting such gold stating the 
amount of unmanufactured gold on hand and the facts 
making it necessary to obtain such gold for the purpose 
of maintaining employment. 

All banks licensed to open for usual and normal func- 
tions are permitted to carry out any transaction necessary 
to complete the delivery of any gold authorized by any 
Federal Reserve Bank to be pe Be in accordance with 
such request. 

26—All banking institutions may issue drafts trans- 
ferring credits from any place in the United States to 
any other place in the United States and from any place 
in the United States to any place in a foreign country in 
connection with payments for domestic and foreign patent, 
trademark and design application fees, and in payment 
for domestic and foreign t and trademark taxes and 
renewals. No gold or gold certificates shall be paid out, 
withdrawn, or exported under this regulation. 


March 18 


27—Any State hae institution which is a member 
7 the — ary fd toes which is Ee = 

the Secretary o to reopen for the per- 
formance of usual banking functions may, with the ap- 
proval of the appropriate State authority having imme- 
diate supervision of such banking institution, p_rmit with- 
drawals by depositors and make payments to creditors of 
such percentage of the amounts due to them (not exceed- 
ing 5%) as it may determine, provided that at or before 
the time of such withdrawal or payment it shall set aside 
and make available for such pu a fund for the 
benefit of and sufficient to pay to all depositors and credi- 
tors the percentage so determined. 

This regulation shall not in any way affect any right 
created by Regulation No. 7 nor limit or restrict any pay- 
ment thereby authorized. Continued om page 14 


the purpose for which the currency 











Provisions of the Emergency 


Banking Act 


On March 9, within a few hours after it 
convened in extraordinary session, Congress 
passed an emergency measure giving the 
President control over all the banks. It is 
under the provisions of this act that the banks 
are now operating. Following is a summary 
of the provisions of this act, which is known 
as the Emergency Banking Act (Public Act 
No. 1, 73rd Congress). 


Tuz preamble of the bill states: 
“That the Congress hereby declares that a serious 
emergency exists and that it is imperatively necessary 
speedily to put into effect remedies of uniform national 
application.” . 

Section 1, provides that: 

“The actions, regulations, rules, licenses, orders and 
proclamations heretofore or hereafter taken, promulgated, 
made or issued by the President of the United States or 
the Secretary of the Treasury since March 4, 1933, pur- 
suant to the authority conferred by subdivision (b) of 
Section 5 of the Act of October 6, 1917, as amended, are 
hereby approved and confirmed.” 

Section 2 so amends the Act of October 6, 1917’ (the 
wartime “Trading with the Enemy Act”) as to give the 
President during a period of war “or any other ni'tional 
emergency declared by the President,” power to “iivesti- 
gate, regulate or prohibit, by means of licenses, or sther- 
wise, any transactions in foreign exchange, transfers of 
credit between or payments by banking institutions, as de- 
fined by the President, and export, hoarding, melting or 
earmarking of gold or silver coin or bullion or currency, 
by any person within the United States or any place sub 
ject to the jurisdiction thereof.” In the execution of this 
authority the President is empowered to demand records, 
papers, etc. 

Section 3 provides that whenever, in the judgment of 
the Secretary of the Treasury, such action is necessary to 
protect the currency system of the United States, the 
Secretary may, in his discretion, require all individuals, 
associations or corporations to deliver to the Treasurer 
of the United States all gold coin, gold bullion and gold 
certificates owned by them, to be paid for by the Secre- 
tary of the Treasury with an equivalent amount of any 
other form of coin or currency issued under the laws of 
the United States. 

Section 4 provides that duri 


an emergency period, 
no member bank of the Fede 


Reserve System shall 


transact any business except under express authority of 
~ Seubenats of the Treasury, with the approval of the 
resident. 


TITLE II 


Section 201 (The first sections under this and subse- 
—_ titles begin at 201, 301 and 401 respectively) states 
or title may be cited as the “Bank Conservation 


Section 202 defines a “bank” under the terms of the 
Act, as any national banking association and any bank or 
trust company located in the District of Columbia and 

ing under the supervision of the Comptroller of the 
urrency and the term “State” as any State, Territory or 
possession of the United States and the Canal Zone. 


Section 203, which creates “bank conservators” reads 
as follows: 


Whenever he shall deem it necessary in order to con- 
serve the assets of any bank for the benefit of the de- 
positors and other creditors thereof, the Comptroller of 
the Currency may appoint a conservator for such bank 
and require of him such bond and security as the Comp- 
troller of the Currency deems proper. conservator, 
under the direction of the Comptroller, shall take posses- 
sion of the books, records, and assets of every description 
of such bank, and take such action as may be necessary 
to conserve the assets of such bank ing further dis- 
position of its business as provided by law. Such con- 
servator shall have all the rights, powers, and privi 
now possessed by or hereafter given receivers of insolvent 
national banks and shall be subject to the obligations and 
penalties, not inconsistent with the provisions of this title, 
to which receivers are now or may hereafter become sub- 
ject. During the time that such conservator remains in 
possession of such bank, the rights of all parties with 
respect thereto shall, subject to the other provisions of 
eS ee ee ee ae 

erefor. expenses of any such c Pp 
be paid out of the assets of such bank and shall be a lien 
thereon which shall be prior to any other lien i 
by this Act or otherwise. The conservator receive 
as salary an amount no greater than that paid to employees 
of the Federal Government for similar services. 


Sections 204 and 205 provide for examinations of banks 
by the Comptroller of the Currency and give him authority 
to withdraw the conservator when he deems the bank in 
proper condition. 

Section 206 authorizes the Comptroller to direct the 
conservator, while he is in of a bank, to set aside 
deposits and render them a for withdrawal by 
depositors in such ratable amounts as the Comptroller may 
designate; authorize the Comptroller to direct the con- 
servator te receive new deposits, but provides that such 
new deposits shall not be subject to any limitation as to 


- payment or withdrawal nor to be used to liquidate any 


indebtedness of the bank existing at the time the con- 
servator takes charge. These deposits may be on 
hand in cash, invested in direct obligations of the United 
States or deposited in Federal Reserve Banks under a 
special account. 

ssoageonel on ae the 2 of the Cur- 
rency upon the reorganization of any national 
banking ‘association to see that the law is complied with 
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and that the interests of the stockholders and the public 
are protected. 

Section 208 provides that when a conservator turns the 
affairs of a bank to its officers he shall give public notice 
to that effect and inform the depositors that fifteen days 
after that date their segregated new deposits are to 
placed to the regular deposits of the bank. 

Sections 209, 210 and 211 cover general administration 
regulations for the Comptroller of the Currency of the 
Conservators. 

TITLE III 

Section 301 — existing banking associations, with 
the approval of the Comptroller of the Currency, and by 
a vote of shareholders owning a majority of stock to issue 
preferred stock, but provides that newly organized bank- 
ing associations may not issue preferred stock until the 
par value of all stock is paid in. 

Section 302 provides that holders of such preferred 
stock shall be entitled to accumulative dividends of not 
more than 6 per cent ; shall not be held liable for the debts 
of the association nor for assessments and shall have voting 
rights. The preferred stock may be retired under pro- 
visions set forth by the association and approved by the 
Comptroller of the Currency. No dividends shall be paid 
on common stock until the cumulative dividends of the 
preferred stock are paid in full. In the event the as- 
sociation is placed in voluntary liquidation no payments 
shall be made to holders of common stock until the 
holders of preferred stock are paid in full par value of 
their preferred stock, plus all accumulated dividends. 

Section 303 defines terms used in the Act. 

Section 304 makes available funds of the Reconstruction 
Finance Corporation for use by national and state banking 
associations for capital purposes, if, in the opinion of the 
Secretary of the Treasury they are in need of them. 

TITLE IV 

Section 401 amends the sixth paragraph of Section 18 
of the Federal Reserve Act to provide for the issue of 
additional currency as follows: 

“Upon the deposit with the Treasurer of the United 
States, (a) of any direct obligations of the United States 
or (b) of any notes, drafts, bills of exchange, or bankers’ 
acceptances acquired under the provisions of this Act, any 
Federal reserve bank making such deposit in the manner 
prescribed by the Secretary of the Treasury shall be en- 
titled to receive from the Comptroller of the Currency 
circulating notes in blank, duly registered and counter- 
signed. When such circulating notes are issued against 


Treasury Regulations Cont'd 


Any right to authorize withdrawals or payments under 
the terms of this regulation shall terminate upon the ap- 
pointment of any conservator, receiver or other appropri- 


_ prescribed by the 











the security of obligations of the United States, the 
amount of such ci ing notes shall be equal to the face 
value of the direct obligations of the United States so de- 
posited as security ; and, when issued against the security 
of notes, drafts, bills of exchange and bankers’ accept- 
ances acquired under the provisions of this Act, the 
amount thereof shall be equal to not more than 90 per 
cent of the estimated value of such notes, drafts, bills 
of exchange and bankers’ acceptances so deposited as 
security. Such notes shall be the obligations of the Fed- 
eral reserve bank procuring the same, shall be in form 

Soeutury of the Treasury, shall be re- 
ceivable at par in all parts of the United States for the 
same purposes as are national bank notes, and shall be 
redeemable in lawful money of the United States on pre- 
sentation at the United States Treasury or at the bank 
of issue. The Secretary of the Treasury is authorized 
and empowered to prescribe regulations governing the is- 
suance, redemption, replacement, retirement and destruc- 
tion of such circulating notes and the release and substi- 
tution of security therefor. Such circulating notes shall 
be subject to the same tax as is provided by law for the 
circulating notes of national banks secured by 2 per cent 
bonds of the United States. No such circulating notes 
shall be issued under this paragraph after ‘he President 
has declared by proclamation that the emergency recog- 
nized by the President by proclamation of March 6, 1933, 
has terminated, unless such circulating notes are secured 
by deposits of bonds of the United States bearing the 
circulation privilege.” 

Section 402 amends Section 10 (b) of the Federal 
Reserve Act to permit a Federal Reserve bank, “in ex- 
ceptional and exigent circumstances” and when any mem- 
ber bank is without available assets to obtain credit, to 
make advances to such bank on time or demand notes 
bearing 1 per cent interest. The provisions of this sec- 
tion are operative until March 3, 1934, or one year there- 
after, if prescribed by the President. 

Section 403 authorizes Federal Reserve banks, with the 
approval of the Federal Reserve Board, to make advances 
to individuals, partnerships or corporations on promissory 
notes for periods not exceeding 90 days, the interest rates 
to be fixed by the Federal Reserve banks with the ap- 
proval of the Board. 

TITLE V 

Section 501 appropriates $2,000,000 to carry out the 
purpose of the act. ion 502 provides that if aay pro- 
vision of the Act is held invalid the other provisions shall 
not be affected thereby. 


ate State official taking charge of the affairs of such bank- 

28—After the close of business on March 18, 1933, 
Treasury Regulation No. 6 and Treasury Regulation No. 
10, as amended, shall be without force or effect to author- 
ize any banking transaction therein referred to. 











A Glossary of Banking 


Te rms 


Branch Bank—A bank operating one or more branch 
offices which perform functions similar to those of the 
parent bank is engaged in branch banking. Branch 
managers are generally given limited discretionary pow- 
ers in extending credit. Liabilities incurred by the branch 
are liabilities of the parent bank. National banks are not 

rmitted to establish branches, and in a number of States 

ranch banking is prohibited by the State banking code. 
In some States banks are permitted to establish branches 
located only in the home city of the parent bank, in others 
only within the county of the parent bank, while several 
States permit State-wide branches. 


Chain Banks—A number of banks owned or controlled 
by the same individual or group of individuals. Chain 
bank systems have usually prevailed in rural districts. 


Investment Bank—The investment bank undertakes 
to raise funds to provide for the fixed capital requirements 
of enterprises. The investment banker deals principally 
in stocks and bonds as distinguished from the short-term 
bills on which the commercial banker extends credit. 


Nationai Bank—A bank incorporated under the Na- 
tional Bank Act, primarily as a commercial bank of de- 
posits and discount. It is authorized to issue national 
bank notes secured by a deposit of United States bonds. 
It is subject to general supervision and examination by 
the Comptroller of the Currency, and i3 required to re- 
port its condition on call to the Comptroller. Under the 
Federal Reserve Act its functions have been extended. 
The Federal Reserve Board may approve applications of 
national banks for permission to exercise fiduciary powers 
as trustee executor, administrator, or i:1 any other fidu- 
ciary capacity in which competing State oanks, trust com- 
panies, or other corporations are permitted to act under 
State laws. National banks may also 7eceive time de- 
posits, and to this extent they function as savings 


Savings Bank—A bank organized to receive deposits 
under special conditions reserving to the bank the right to 
demand notice of withdrawal for a specified period in 
advance. In the older eastern States a savings bank is 
understood to be a “mutual savings bank,” organized 
without capital stock. Outside of this territory with few 
exceptions “savings banks” are stock corporations, and in 
some States there is not much distinction between savings 
banks and other banks. Deposits are not subject to 
checking out, but can be withdrawn only by production 
of the depositor’s pass book in which proper entries are 
made. Savings banks operate under special provisions 
as to reserves and as to securities eligible for investment 
of their resources. Since their liabilities are not strictly 
demand obligations they are permitted to operate on a 
lower reserve ratio, and to invest more freely than com- 
mercial banks in securities of long maturity. 


State Bank—A bank chartered under State laws, and 
subject to supervision and examination by a State bank- 


‘ 


ing department. Its powers and functions are defined 
in the State Banking Code. While the scope of its activi- 
ties is in some States much more comprehensive than that 
of a national bank, the principal distinguishing charac- 
teristic must be found in the agencies of corporation, 
supervision, and examination. 


Trust Company—Trust companies are incorporated 
under State laws. At the present time they very com- 
monly engage in a general banking business, including 
commercial, savings, and investment banking. They act 
as trustees or agents for individuals or corporations and 
exercise the fiduciary powers noted under “national bank.” 


Unit Bank—A bank operating without branches, whose 
“principal” place of business is, therefore, its only place 
of business, and in a number of States the only place in 
which the bank may legitimately transact any of its busi- 
ness, is engaged in unit banking, and this characteristic 
of the unit bank distinguishes unit banking, which is very 
generally practiced in the United States from branch 
banking which is almost universal in other commercial 
countries. 


Bank Examiner—An officer whose function it is to 
examine banks and report on their conditidn,’in the case 
of national banks, for example, to the Comptroller of the 
Currency, and in the case of State banks to the proper 
State banking authorities. 


Federal Reserve Bank Note—Notes issued by Fed- 
eral Reserve Banks under provisions of the Federal Re- 
serve Act. They are similar to national bank notes in 
that they are secured by United States bonds. The 
amount outstanding is relatively inconsiderable. 


Federal Reserve Note—A currency note issued by a 
Federal Reserve Bank secured by a deposit of collateral 
in the form of eligible commercial paper, or gold, or gold 
certificates, with a Federal Reserve agent. These notes 
are Government obligations and a paramount lien on all 
the assets of the bank. 


Helding Company—A company the business of which 
is to own the stocks or securities of other companies, 
interest or dividends upon which constitute the income of 


the holding company. 


National Bank Note—A currency note secured by a 
deposit of United States bonds with the Treasurer of the 
United States, issued by a national bank under provisions 
of the National Bank Act. 


Security Affiliate—This term is used to describe a 
company formed by banking ene to deal in 
securities of various types, some of which may not, under 
the Federal banking laws or state banking laws, be dealt 
with by a bank. be et eee 
to is that security ies, where 
owned by national banks or national associations 
shall, like national banks, be subject to the supervision 
of the Comptroller of the Currency. : 





Hon. Carter Glass 


Aver long investigation and inquiry, 
and after overcoming what I at one.time regarded as an 
insuperable objection, or I might say prejudice, against 
branch banking, it is my personal judgment that it is 
about the only remedy now for the menacing situation 
which faces the banking community of the United States. 

We have been taught to believe that there is a vast deal 
of difference between chain banking and group banking 
through holding companies. We have been taught to be- 
lieve that the operations of what is known as a branch 
bank relate themselves directly to all the responsibilities 
and availabilities « the parent bank, including the double 
liability of stockholders ; that is to say, if a parent bank in 
any given town of any State, authorizing branch banking 
under the national system, establishes a branch in another 
town of that State, it is responsible, through its stock- 
holders and managerial officers, for all the actions of that 
branch ; and should the branch incur losses the parent bank 
must make them good, with full knowledge that the stock- 
holders of the parent bank will incur the double liability 
in case of failure to do so. That is not true. 

If the stockholder of one national bank is likewise 2 
stockholder of another such bank, of course, he has a 
double liability in each institution ; but that is not the chain 
banking system nor is it the group banking system. For 
that reason, in the bill, which I have introduced, we have 
provided that if the chain and group banking systems 
shall persist they must incur a double liability ¢ or go out 
of existence. So those who are experienced in banking 
will differentiate the branch banking system and the chain 
and group banking systems in many a and, if they 
are discerning critics, they will tell you that both the group 
and chain banking systems, if not positively vicious, unless 
extremely and cautiously managed, are a menace to the 
— system of any State in which they may be estab- 
lished. 

The laws and regulations of the comptroller’s office in 
Washington have not been enforced now for nearly two 
years; and the office dare not enforce them now because 
even the best informed may not accurately conjecture what 
weuld be the result. 

So many of the banks have their portfolios choked with 
immobile and in many instances w ess investment se- 
curities ; so many of the banks have been compelled to dis- 
card caution in order to accommodate commerce and in- 
dustry; so many of the banks have failed and are now 
failing to write off their books losses incurred and worth- 
Jess accounts, that the office of the Comptroller of the 
Currency has been compelled almost to close its eyes to the 
situation. 

There have occurred in these five days of Jan ee 
bank failures—3 of them national banks and 25 State 
banks. There occurred in the month of December 145 
bank failures, of which 19 were national banks and 126 
were State banks 


I know how popular is the plea for the little bank. But 


Should America Adopt 


The “Dual” System 
The Branch B: 
Guaranty Q 


Divorce ¢ 


when I tell you of the nearly 11,000 banks that have failed 
in recent years, 80 per cent of them were banks whose 
capitalization did not exceed $25,000, you may have some 
conception of the menace they are to soufid banking and 
the curse to their depositors. They are, largely, pawn- 
shops set up over the country, mi banks, and have 
7 led over like tenpins in a bowling alley at°every dis- 

ce of business. Yet there are Senators who want 
= perpetuate that sort of thing. 

I had an expert investigation made, through official 
sources, of the banking conditions in every State of this 
Union with a view to ascertaining, if it could be done, 
what would be the effect of 2 ise system of branch 
banking upon the existing situation. The official declara- 
tion of these seasoned, expert bank examiners is to the 
effect that uniess the Congress shall adopt a wise system 
of branch banking we may with some degree of certainty 

the failure of as many as 470 banks within a short 
while. I have them here by States—Lanks which they 
attest may be saved from failure within a short period :f 
permitted to be taken over by strong banks, capable 2f 
supplying sufficient capital to minister to the commercial! 
and industrial wants of the community. 

I have the statement from the comptroller’s office tha’ 
there are literally thousands of communities throughout 
this country absolutely destitute of banking facilities be- 
cause of bank failures, which communities might readily 
be supplied by strong banks in the respective States either 
taking over existing banks or establishing branches of t*: 
parent bank. 

I repeat what I so often have said as a challenge to 
those who talk about “‘the little bank”—that topples over 
and creates a psychology that eventually topples over the 
larger and sounder banks because of the fear created in 
the minds of depositors and the runs that ensue. In the 
part haeighe ei Seelam oy Sammi goin fear 
mittees of the House and of the te I have never 
known a merchart, a business man, a manufacturer, any 
man who wanted credit at a bank, to object to a sound 
branch banking system. 


are the a 
Thay ano ey aw wal on wre 
eae ane a wat aa loaning 
the merchants, and manufacturers 
won sueannale talbaE Ulecec-Baeaoe see 1, p. Oe. 
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Bank Deposits 
Affiliates 


Hon. Sam G. Bratton 


Usver existing law, a national bank 
may engage in branch banking if the law of the State 
in which the bank is situated permits State banks to do so. 
There are certain limitations, namely, that no branch bank 
shall be established within the limits of any city, town, or 
village in which the population by the last decennial 
census was less than 25,000. No more than one such 
bank may be thus established where the population, so 
determined, of such municipal unit does not exceed 50,- 
000, and not more than two such branches where the 
population does not exceed 100,000. In any such 
municipal unit where the population exceeds a hundred 
thousand, the determination of the number of branches 
shall be within the discretion of the Comptroller of the 
Currency. 

National banks may engage in branch banking under 
existing law subject to those limitations, but in the Glass 
bill it is proposed to go a step further. It is proposed to 
permit national banks to engage in branch whether 
the law of the State in which a given bank is located 
permits it or not. It is proposed now to permit national 
banks to disregard the sentiment of a given State with 
respect to that question. 

I think the proposed bill goes too far. It seems to me 
that the question of whether branch banking shall be per- 
— in a given State should be determined by that 

tate. 


I believe that one of the major contributing causes to 
the difficulty in which we find ourselves is the accumula- 
tion, the concentration of too much wealth in too few 
hands. It is not a sudden condition; it is not one conse- 
quent upon developments in the last few months or the last 


few years. It is a crystallization of a definite movement - 


covering many years. 
We have reached a condition where a half dozen Ameri- 
cans could, whether through fear or otherwise, close their 
rse strings and involve the whole country in a panic. 
t is not a wholesome condition. We should under- 
take to stem the tide. We should endeavor to miniiize it. 
But instead of doing that, it is proposed now thet we 
authorize the Seiteenl-benk system of the country to take 
a step further than we have ever gone before. We are 





asked to permit national banks, in disregard of State laws, 
overriding the sentiment of a State, to engage in branch 
banking whether it is desired in the State or not. 

It is easily conceivable that if we go that far, in the 
course ot 10 years or less, three or four, powerful bank- 


ing institutions may control the banking system of the 
country. If in the system lurks the danger I apprehend, 
its effect upon the country can not be exaggerated too 
greatly. Are we willing that three or four powerful or- 
ganizations, three or four powerful groups of men, three 
or four powerful groups stones may control the bank- 
ing facilities of the country? If so, the enactment of the 
Glass bill will contribute to that end. 


The danger can not be unduly exaggerated or easily 
overstated. We should move with caution before we in- 
crease one iota the concentration of power over the 
financial resources of this country in too few hands. 

Many banks throughout the country have their coffers 
filled with currency today and will not make loans. They 
are not extending credit because properties tendered for 
collateral are not deemed to be valuable for that pur- 
pose. There is much to be said in justification of that 
attitude on the part of the banker. If a piece of land is 
of little value he can not afford.to lend much money on it. 


If a residence in town is of slight value he can ill afford 
to extend much credit to the owner of it. But extending 
the branch system of national banks will not increase the 
value of the farm nor the value of the home in the town. 
On the contrary it simply contracts, at least it makes it 
possible to contract into a narrower channel complete 
control over the financial system of the country. In my 
opinion, it is a step in the wrong direction —E-,vtracts, 
see 2, p. 128. 


Hon. Hensik Shipstead 


|r has been said that if the bill with 
the branch-banking feature should be enacted into law, it 
would prevent the closing of banks, for if the Brgy 
banks could have branc they would take over 
weaker banks and the small banks, leaving the implication 
that the small banks are the banks that have been badly 
managed and are the ones that are in trouble. 

When those holding that view are asked whether the 
strong banks will take over all the weaker and smaller 
banks they become very indefinite. When they are asked 
whether or not it is intended to take over a few and to 
let the remainder go they are also very indefinite. I have 

Continued on page 109 
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PRO 


Thomas W/. Lamont 


Ax best, progress in banking reform 
is a slow business. It took forty years, following the al- 
most complete breakdown of banking in 1873 before the 


country was able to evolve the Federal Reserve act of ° 


1913. Now we have our strong Federal Reserve System. 
Yet what our average citizen very naturally fails to under- 
stand is why, if the Nederal Reserve has such manifest 
virtues, it is unable to prevent the terrific crop of banking 
failures which the country has witnessed in the last decade 
—and especially in the last two years. The answer is, 
upon proper analysis, not difficu’t to find. But before we 
attempt to give it let us look at some of the figures of 
banking failures in the eleven years, 1921-31. 


In that period there have been total bank failures ag- 
gregating 9,285, with deposits thus tied up or in part dis- 
sipated of $4,278,000,000. Of this total only 1,698 banks 
were members of the Federal Reserve and almost four 
and a half times as many, namely 7,587 banks, were out- 
side the system. In the years 1930-31 alone the bank 
failures totaled 3,643, and here again the proportion of 
non-member to member banks was almost as four and a 
half to one. It should be added that the most of these 
failures were of small banks, with extremely limited capi- 
tal. Therefore, one should not be misled by these figures, 
bad as they are, into thinking that more than a small 
percentage of the country’s banking resources was ever 
tied up in failure. 


When we study the quoted figures we see at once where 
the leakage, so to speak, comes in. The supervision which 
the Federal Reserve Banks are able to exercise over mem- 
ber banks is of course limited. But over non-member 
banks the Federal Reserve has no control whatsoever. 
These non-member banks are without exception State 
institutions, subject to greatly varying degrees and kinds 
of legislative requirements and of administrative super- 
vision. So that it is no wonder that objective students 
of our banking system are bewildered and declare it—de- 
spite the existence of the Federal Reserve—to be no sys- 
tem at all, 

In many instances the paid-in capital of our country 
banks is so slight as to be subject to impairment under the 
most ordinary conditions of difficult times, as we have 
been ample witness in recent years. It is a noteworthy 
fact that in number, 90 per cent of the banks which failed 
in the decade of 1921-1930 were located in rural com- 
munities, subject to all the vicissitudes of crop failures, 
or of the expansion and deflation of business “booms” ; 
without any of the protection afforded by a parent in- 
stitution fortified with ample capital and managed by ex- 
perienced men. 

There is a strong movement today looking toward some 
plan permitting b: ing on an extensive scale. 
Only eight or nine of our States it State-wide branch 
banking within their confines. A few other States permit 
it, but within much more limited areas. Hence branch 
banking as a system, as developed so successfully in Great 
Britain, on the Continent of Europe and in Canada (where 
in each case there is an almost entire absence of banking 








failures) has had only limited chance of development in 
this country. 
Almost all the failures in 1932 of small suburban banks 
around Chicago and almost all the resultant threats to the 
eneral banking situation could have been avoided if it 
not been for the fact that the Illinois statutes permit 
no branch banking of any kind within the limits of the 
State. It was quite impossible under the law for the large 
Chicago banks to attempt to serve, through branches, the 
important suburbs around the city. The lessons of such 
a situation must be glaringly obvious to the whole coun- 
try. Despite the development of successful chain banking 
in a few scattered instances, there is no present effective 
method under the law by which strong institutions in our 
leading financial centres can extend the benefit of their 
ample reserves, their experience and ordinarily careful 
management to the weaker banks in the outlying districts. 


Although there have occurred, especially in the last two 
years, striking instances of mismanagement on the part 
of sizable institutions located in large cities, yet that 
melancholy phenomenon is nothing like so common as in 
the country banks. These well-known weaknesses that, 
as I have been pointing out, afflict our rural institutions, 
almost inevitably lead in a time of fear such as came 
upon our American communities in the Autumn of 1931, 
to hoarding on a grand scale. 

The need in 1931 was not for currency, but for credit 
aid. The difficulty was, however, that with the extra- 
ordinary deflation in the values of commodities and securi- 
ties, upon which banking credit has normally been largely 
based, sound credit risks were in large measure unavail- 
able for the banks. Even with the large sums demanded 
for currency purposes, there has never been a time when 
the facilities of the Federal Reserve Banks and of the bulk 
of the institutions within the system have not been more 
than ample to meet all legitimate credit needs. 

Our chief difficulty, then, as must be seen, has clearly 
been, not lack of more extended State control, but rather 
failure of organization and coordination. I have already 
spoken of the confusion ———' from our varying Fed- 
eral and State banking laws. In banking, our country 
has forty-nine different sovereigns. And, as many persons 
long ago pointed out, a constant state of competition exists 
between the Comptroller of the Currency at Washington 
and the forty-eight banking superintendents of our forty- 
eight States. Each one of these forty-nine officials is 
desirous of having as many institutions as possible regis- 
tered under his jurisdiction. The consequence is that, be- 
cause of this competition, laxity creeps in. 

The competition as among the various systems has not 
been such as to make banking requirements more con- 
servative but to make them more liberal. A promotion 
not of better banking but of poorer banking has been the 
inevitable result. This competition has not only found 
expression in liberalization of the respective legislative 
requirements governing the various banking systems, but 
it has also resulted, as I say, in administrative laxity in 
granting charters and in providing adequate supervision of 
the conduct of banks. 

As to methods of curing our troubles, Congress can 
spend hundreds of thousands of dollars in new hearings 
and publish volumes of testimony. But it need have no 
hope of ever coming to the root of the evil until it realizes 
that no banking system can function adequately when it 
comprehends within it only a limited portion of the bank- 
Continued ow page 110 
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not been able to get anyone to assure me if the bill should 
pass containing the branch-banking privilege that the so- 
called “strong” banks would take over the so-called weaker 
banks that we are called upon to save. It leaves the impli- 
cation that it is only the small banks that have been in 
trouble; but the record of the loans made by the Recon- 
struction Finance Corporation shows that there has been 
more money loaned by the Reconstruction Finance Cor- 
poration to the strong or large banks than has been loaned 
to small banks, indicating that the large banks have been 
having greater difficulty than have the small banks. 

The record also shows that there has been more money 
lost to depositors in the United States by branch-bank 
systems closing than there has been lost to depositors by 
unit banks closing. We have too great respect for big 
things. We seem to think because a bank is big it is 
therefore strong and safe. There is no justification for 
this. 

It has been said that the reason banks are in trouble is 
because their securities have depreciated in value; that 
the general descending price level of the country has 
affected the securities in the portfolios of -the banks. 

It has been said that if we had branch banking we 
would have had no closure of banks. Does anyone mean 
to say that if we give the privilege to the national banks 
of operating branches that will raise the value of the 
bonds in their bond pouches? 

It has been said there have been no failures in Canada 
because the branch-bank system is in operation there; but 
Senators do not forget that Canada has had branch banks 
for a great many years and that many years ago there 
were tremendous bank failures in Canada. They made 
their mistake; they learned a terrible lesson; and they 
paid the price. If the portfolios of the banks of the 
United States contained such securities as are shown to 
be contained in the portfolios of the banks of Canada, 
we would not be talking about a bank reform bill. 

We find that the only investments the banks of Canada 
hold are securities of the Canadian National Government, 
the securities of the provincial governments of Canada, 
and of the municipalities of Canada. Those are securities 
behind which is the taxing power of the Canadian Na- 
tional Government and of the Provinces and municipal- 
ities of Canada. 

There is a principle involved here that is a fundamental 
of banking, and that is that bank funds are short-term 
funds, and it is dangerous to invest short-term funds in 
long-term loans. The long-term loans come within an 
entirely different sphere of finance. When a bank loans 


money on collateral, making the borrower put up collateral - 


with plenty of margin for safety, the bank 
The borrower carries the risk, 

If, for instance, I loan my neighbor $50 for 30 days 
and he loans that money on an automobile for three years, 
how can he pay me back my $50 at the time it is due? 

To illustrate: New York bankers shipped $800,000,000 
of short-term loans to Europe, to England, and to the 
Continent. England shipped short-term loans to the Con- 


runs no risk. 


tinent, some of their own and some that they had gotten 
from the United States. The Continent converted them 
into long-term paper, and when «hey could not remit when 
due the crash came. They could not pay back at the time 
when they were due. They could not liquidate long-term 
paper in order to pay the call money or the short-term 
paper. Then we had the moratorium, costing the Amer- 
ican taxpayers $250,000,000, because short-term funds 
had been converted into long-term credits. 

That is the secret of Canada’s lack of bank failures. 
or know the difference between short and long term 
oans. 


England has the same policy. Several British bankers 
told me that British banks did not buy securities. They 
said, “We are in the banking business. We loan money 
on collateral.” They said, “We Jet the borrower take the 
risk. We do not buy investments on which we loan 
money, because we think it unethical for a banker to loan 
money on a security in which he is personally financially 
interested.” That explains the lack of bank failures in 
Canada—not because they have branch banks, but because 
they have bankers who know they handle other people’s 
money for safety not speculation. 

I am of the opinion that the business men and farmers 
of the United States would be far better off if they had 
not been able to borrow quite so much money during our 
period of inflation of credit. That was creating debts in 
a cheap dollar to be paid in a dear dollar. I do not con- 
sider that that was good banking at all. It was not even 
good citizenship, and has a great deal to do with the 
terrible condition in which we now find ourselves. 

Our bankers had the idea that the Federal reserve sys- 
tem and the banks of the United States could be used to 
finance the entire world, and our banking system was 
made the foundation for carrying the credit and the debts 
of the world for banking purposes, and we have to pay 
the price for that, too.—E-tracts, see 3, p. 128. 


Felix M. McWhirter 


Mucz American history has been 
written around stormy conflicts concerning the degree to 
which it is prudent and consistent with national traditions 
to permit the concentration of financial power in the hands 
of a few in the United States. More such history now 
—e to be in the making. Once again, different men, 
adhering to di‘terent schools of banking and political prin- 
ciples, are reaching sharply conflicting conclusions on this 
subject. 

Branch banking has been freely discussed in recent 
years. Further extension of branch banking under na- 
tional and state banking laws has been proposed in varying 
degrees. Most of the discussion has been admi tem- 
“sei considering the stakes involved. It has been so 

use those urging one view have respected the right 
of others not only to hold a different view but also to 
omney freedom of action in governing their affairs accord- 
ingly. 

a8 Continued om page 111 
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ing community. Today 60 per cent in number of the 
country’s banks are outside the strong Federal Reserve 
System, and this 60 per cent comprises a total in banking 
resources of ove $12,000,000,000. These lesser banking 


institutions—whcse aggregate resources are nevertheless . 


so considerable—are unable or unwilling to come under 
the rules of the Federal Reserve System. 

The fact is that, despite the melancholy number of 
eliminations that has taken place, the country has today 
far too many banks. Our banking units should on the 
average be tar larger than they are today. The small, 
ill-capitalized institutions should be merged so as to gain 
the normal stability, diversity, economy and management 
of the larger concerns. 


I repeat what many others have already pointed out, 
namely, that no thoroughgoing banking reforms can be 
brought about until two vital changes have been accom- 
plished. The first is to bring all the commercial banks 
of the courtry, small as well as large, under the single 
aegis of the Federal Reserve: System. The second is to 
establish sensible provisions for regional branch-banking, 
the geographical limits for each region to be carefully 
worked out and regulated. Then we should have some- 
thing worth talking about. ‘uch reforms, brought about 
gradually, ought to begin to yield to the country some 
measure of banking stability. 


There are many phases of the banking situation that 
of course I have not attempted to touch upon. From 
even this brief review, however, it must be apparent that 
the development of banking in America has been a gradual 
process of evolution which has by no means reached its 
end. - Each of the banking crises to which I have alluded 
has taught the community some one lesson, but each new 
disaster has revealed a fresh weakness to be remedied. 
Indeed, banking development in this country has been 
a slow and painful growth. No pilgrim’s progress could 
have been more arduous or beset with greater pitfalls. 


The hope for progress toward real orderliness and 
stability lies, as it always does in these matters, in an 
aroused and intelligent public opinion, and in constant 
study by the experts of methods to strengthen the Federal 
Reserve System. No person of inteiligence, studying the 
actual workings of this system, can have failed to be im- 
pressed with the immeasurable benefits which it has 
brought to American industry and commerce. It is hard, 
too, to see how the government could ever have carried 
on its war and post-war financing without the new sys- 
tem. Without it, inflation on an almost disastrous scale 
(witness the examples of the European countries) might 
well have been resorted to. In the midst of the distress 
through which portions of the i ity have 
been ing in these last few ‘ constructive ac- 
complishments of our Federal Reserve Banks may have 
been somewhat lost sight of. Yet without the resources 


and the prudent, far-sighted ing of those institutions 
cnn Gheht aude ate i worse than it has 
been. All twelve of them have been isles of safety, 


harbors of refuge in the midst of a violent storm. 


Let me point out one recent development of the Fed- 
eral Reserve System that has already proved of immense 
im ce. Up to February of 1932, the system still 
lacked, under the law, certain powers that it needed to 
render its scope of operation more elastic and practicable. 
Such powers the Central banks of other countries have 
always possessed. Through the provisions of the Glass- 
Steagall law, passed early in 1932, somewhat similar 
powers were provided for the Federal Reserve System. 
Under these the system now has the authority to buttress 
the credit situation where there is the greatest need. Al- 
ready these extended powers have enabled the system to 
lighten immeasurably the burdens of the community. 


Aided by the provisions of this act the Federal Reserve 
Banks have been pursuing with wisdom and vigor a so- 
called open market policy, which has already proved itself 
to be a great factor in arresting the headlong deflation of 
credit and prices which was becoming so disastrous. 

Finally, it has been the Federal Reserve System, and 
the wise conduct of it under the leadership of the Federal 
Reserve Board at Washington, and of the twelve regional 
banks, that have maintained impregnable for our country 
the sound, gold standard dollar. Remember this: among 
all the alarms and excursions of the last twelve-months 
we have never been near the point of abandoning the gold 
standard. Nothing can or will drive us from that standard. 
A Democratic administration, just like the steadfast Re- 
publican one before it, will continue to uphold the com- 
plete integrity of it. Make no mistake: in a-dark and 
troublous world America and the American dollar are, 
as to material factors, the safest things in all the world 
te tie to.—E-xtracts, see 4, p. 128. 


———8 


Owen D. Young 


| WOULD say that all commercial de- 
posit banking in the United States should be carried on 
under one law, that examination of banks and their con- 
trols should be under oue avthority. Their reserves should 
be mobilized in the Federal reserve system. Then we 
could develop for the country as a whole a sound banking 
system, and definitely fix responsibility. That would mean 
that all banks of deposit, as distinguished from savings, 
should be national banks. 

As it is now, banks are chartered both by the National 
Government and by each of the 48 States. They are in 
competition, each endeavoring to offer the most attractive 
charters and the must liberal laws, to say nothing of the 
liberality of administrative officials in interpreting the 
laws. national banking act has to not only 
with the most conservative States but the most liberal 
ones. Consequently, there has been a constant tendency 
to liberalize banking laws and to weaken their administra- 
tion. In such cases the argument is always made that it is 
desirable to liberalize the law so as to enable the banks 
to be of greater service to borrowers. 

The first question always ing banks doing a de- 
mand-deposit business should the safety of de- 
posits and the ability of the bank to return them to de- 

Continued on page 112 
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Now all that is changed. It hitherto has been proposed 
that branch banking should not be prevented from grow- 
ing into the American banking structure by a process of 
easy evolution, if it could prove its necessity and worth 
under fair competitive conditions and without the artificial 
aid of political preference. While we were slow to extend 
branch banking to the extent authorized by earlier laws, 
few people objected to its natural growth under healthy 
conditions. 


But now it is proposed to compel reorganization of our 
banking structure along branch lines by a process of coer- 
cion and political preference. Not by direct action—which 
would encounter constituticnal and popular barriers—but 
by ingenious subterfuge, branch banking is one objective 
of a plan which would imperil, if not quickly snuff out, 
thousands of sturdy unit banking institutions. The fact 
that many of them are quite as old and sternly tested as 
the intriguing foreign theory to which they are expected 
unresistingly to give way is entirely ignored. 

This change of front stirs into fresh conflict powerful 
forces which wisely had been subdued for half a century, 
almost forgotten amid unexampled national progress. 
And all because from the Glass bill—not passed by either 
house of Congress when this was written—was intention- 
ally omitted any provision preserving equality of oppor- 
tunity as between national and state banking institutions. 
The settled national policies of a dual banking system, 
state sovereignty, freedom of individual initiative, and 
resistance to a concentration of financial power in a few 
private hands, are pulled from the archives and once more 
made national issues. 

The Glass bill would authorize any national banking 
association with capital of $500,000 or more to establish 
branches at any points within its state of domicile or 
within its business area up to 50 miles beyond state lines. 
Within that enlarged radius, the sky would be the limit: 
no restriction of such power to states granting state- 
chartered institutions even remotely similar powers; no 
check-rein upon branch bank expansion into territory al- 
ready adequately served; no limitation to prevent branch 
banks from springing up on every corner like Sine sta- 
tions, and no res' for whether particular states choose 
to have branch ing within their borders. Nothing. 
Just that: branch banking whether a state wants it or not. 

The reasons for this revolutionary proposal are not 
clear. The supposed benefits are less so. But the adverse 
effects, both immediate and progressively increasing, are 
plain. The state-chartered unit or trust company— 
and the unit national bank as well—would be given three 
choices. It could sell out to the highest bidding branch 

tem at a price dictated by threat of ruinous competi- 


tion. It could liquidate, either before or after wasting its - 


Or it could 


not to the swift, not to the strong, but 
only to the big, and ultimately to the biggest. And that 
in the United States of America! Could there be a more 


ironic addition to the program for George Washington’s 


bicentennial ? 

Are such assumptions too harsh? Would every na- 
tional bank enter the scramble for branches? Certainly 
not; but only a few would need to in order to bring about 
the most_ominous concentration of financial power in 
history, Would every branch system ruthlessly stifle unit 
competition wherever encountered? Certainly not, but 
any branch system could do that within the law. Would 
Federal authorities countenance dog-eat-dog competition? 
Not openly, in any event. Probably not, even by intent. 
But their continued discrediting of state-chartered banks 
and trust companies—a discrediting which plainly has 
been a factor in the suspensions which they now view 
with such pious solicitude and for which they pull every 
political wire to legalize branch banking as a cu: 
anticipation of their attitude a matter of pure faith rather 
than of current observation. But, whatever their intent, 
what supervisory authority can hold out against tactics 
sanctioned by the letter of the law? 

These are no idle fears. With human nature what it 
is, this proposed change is a direct threat against the dual 
banking system. Where laws provide loopholes, let alone 
open invitation for the acquisition of fabulous wealth and 
power irrespective of injury to the public interest, there 
will be men to seize such opportunities. It is not the con- 
dition of being big, but the process of getting big quickly, 
that yields large speculative profits. And the chance for 

uick profits inevitably attracts men eager to get while 
the getting is good. Give any blue-sky promoter with 
$500,000 the control of a national bank charter plus the 
comfortable sanctuary of the branch banking section of 
the Glass bill and the speculative wreckage piled up in a 
dozen other fields in recent years would be insignificant 
alongside the banking havoc he could wreak.—E-tracts, 
see 5, p. 128. 


Commercial and Financial 
Chronicle—Editorial 


Unir banking is peculiarly suited to 
the genius of the American people, to the democratic re- 
publican form of government which we have developed, 
to the nature of our business and industrial - 
tion, to our social institutions, and to the individualism 
which is the foundation of our national progress. 

The fundamental principles of ing are i 

If these principles tre observed as they aout toe 
served, not because of superimposed laws or regulations 
but because of what they derive from the nature of bank- 
ing, nd bank, whatever its size, should ever fail, even 
SO ee ae It 
is not necessary to elaborate on the conditions requisite for 
safety in the conduct of a bank. They are too primary for 
discussion and are beside the point here. They were known 
in ancient Rome, earlier in Greece, and still ier i 

The size of a bank should have and 
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positors instantly on request, unless they be time deposits. 
No thought of service to. borrowers should be permitted 
to impair the safety and security of depositors. Lanks of 


deposit are, after all, primarily custodians of liquid funds. | 


Only such use of such funds should be permitted as may 
be consistent with the interests of the depositors. 


In the early years of our Government, our business was 
largely done by currency moving from hand to hand. It 
was felt at that time, and properly so, that we should 
have a national and uniform currency. Consequently, 
Congress was given power to coin money and regulate the 
value thereof. This power was made effective as to paper 
money by the national bank act. Now our business is car- 
ried on mostly by transfers of bank deposits, currency 
forming only a small part of our money transfers. If 
control of our currency were necessary in the beginning by 
the Federal Government, control of our bank deposits by 
it now would seem desirable. We have transferred, either 
affirmatively or by acquiescence, many powers to the 
Federal Government which ought not to be there. I am 
bitterly opposed to the impairment of the rights of the 
States in their appropriate field. It does seem strange, 
however, that in the face of such gravitation toward Fed- 
eral authority, we should have retained divided rather 
than unified power over our deposit banking system. 


Except for the currency in our pockets, our banks of 
deposit hold the liquid capital of the people of the United 
States. The transfer of this capital from one of us to 
another, promptly and safely, should be facilitated. That 
means, however, that every bank of deposit is truly en- 
gaged in a national business. Its soundness and safety is 
of concern to our people everywhere. Our business of 
deposit banks is not local in character; it is, and should 
be, national. Therefore, in my judgment, it should be 
governed by the national law. 


Now, I realize, that of the 24,000 banks of deposit 
doing business in the United States only about 7,000 of 
them are national banks and 17,000 are State banks. 
Under those circumstances, we probably can not hope, im- 
mediately at least, for the surrender by the States of their 
right to grant banking charters. Nor can w. expect re- 
incorporation rapidly of State banks under national 
charters. The practical question is, therefore, what, if 
anything, can we or should we do now? I think it would 
be highly desirable that all banks of deposit holding them- 
selves out to the public to do a national or international 
business should be required to be members of the Federal 
‘reserve system, as national banks now are. This would 
at once mobilize all of our banking reserves into one 
central system, which is as it should be. In addition, I 
think the powers of examination by the reserve system 
of all member banks should be clear, and that it should 
have certain powers to see that banking ices inimical 
to the safety of depositors should not be indulged in by 
member banks. 

That would mean that when the words “member of 
Federal reserve system” were put on a bank’s window 


there would be, in fact, some such responsibility on the 
Federal reserve system as the public now assumes there 
is. Then, for the first time, we shall be able to fix re- 
sponsibility somewhere for a sound banking system. It 
will not prevent bank failures—no law or system can do 
that—but it will, in my judgment, minimize them greatly. 
Even now membership in the Federal reserve system is 
apparently helpful to banking practice, because of the 
7,000 banks which have failed in the last 10 years, 5 out 
of every 6, I am told, have been State banks not members 
the Federal reserve system. 

I have spoken only of banks of deposit, as distinguished 
from banks for savings. I believe that banks for savings 
and for the administration of trusts or other special time 
funds should be State banks, and that these powers should 
not be included in national banking charters. The ‘n- 
vestment of savings deposits, which are withdrawable only 
after a specified notice, is quite a different kind of busi- 
ness from the handling of demand deposit assets. In my 
judgment it is undesirable to combine them in the same 
institution, because any bank having demand deposits can 
never invoke a time notice on savings. If it does, it 
stimulates quick withdrawals of demand deposits and post- 
pones the savings deposits, which are the most sacred of 
to oy least desirable assets of the bank—E-xtracts, see 

, p. 128. 


Edmund Platt 


Oprposrrion to branch banking, as 
Senator Glass has said, always comes from bankers. The 
smaller bankers through such organizations as the State 
bank division of the American Bankers Association, are 
most vocal, but many big banks, particularly in Chicago, 
have also been opposed and not without reason. The 
little bank thinks of the big bank as desiring to gobble it 
up, but that is the last thing the big bank wants to do. 
There is more money and less responsibility in correspond- 
ence accounts. 

Thomas W. Lamont’s admirable address on November 
18, 1932, before the Academy of Political Science may be 
said to signalize general recognition on the part of the 
financial district of New York and the big bankers that 
branch banking is inevitable and furnishes the only means 
of preventing bank failures by consolidating the smaller 
banks into units large enough to afford good management 
and necessary diversification—large enough also to join 
the Federal reserve system. 

Meanwhile if the smaller bankers would look at the 
matter in a common-sense business way they would see in 
branch banking not a threat to their existence but the re- 
— of unnatural and — legal restrictions _ 

ave for many years prevented a natural development o 
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to place too great reliance on the power of numbers and 
associations, factors both good in themselves. One bank 
with many branches, we are told, is a stronger and more 
scientifically effective instrument for public service than 
a large number of unit banks. Yet great branch banks 
have failed in Canada, in Scotland, in England, and wher- 
ever the system has been developed. 


Despite the banking troubles of the last decade there 
are any number of small banks more solid and safe to-day 
than some of the largest institutions whose assets are 
enormous but the base of whose pyramidal credits bears 
no proportional safe relation to the angle from the apex 
to the outermost corner of its square. There are banks 
of the unit type now existing in all our larger eastern 
cities, though some, sad to say, are seeking to depart from 
this type, which has withstood every crisis experienced 
by this country in more than a hundred years. 


Safety lies neither in numbers nor in accumulation of 
assets. Safety is to be found only in sagacity and in- 
tegrity of management. This has been proved for ages 
by the private or free bankers. 


The Federal reserve system is a great bulwark of 
strength. But we can not be at all certain; we can even 
be reasonable doubtful that the Federal reserve system 
would function so effectively if every bank in the coun- 
try could be compelled to become a member. There is 
always room for a large proportion of independence in 
every activity. Throughout all time society has derived 
its greatest benefits from forms of voluntary cooperation. 
It is the evidence of history that compulsory coopera- 
tion breeds disaster. Freedom is life, but regimentation 
is death, no matter what the field. 


It is only reasonable that banks should be carefully 
supervised in the public interest, but this supervision and 
control should not be permitted to crush all liberty of 
action. It should be confined to insuring constant liquidity 
of banking position. Because national banks were too 
greatly curtailed in many respects, retarding their — 
ment in the direction of modern business evolution, the 
trust companies have grown in power, and good reason 
could be given why 60 per cent of the banks are outside 
the Federal reserve system. 


The concept of a great centralized control may: sound 
magical, but centralized control has brought ruin to many 
countries in Europe in times of crisis. Centralized con- 
trol exercised by a few banks operating through many 
branches has never proved more effective than unit bank- 
ing in this country. True, more than 9,000 banks failed 
in the United States in the last decade. The Bank of 
England abandoned the gold standard on September 21, 
1931, and to-day the pound is now worth $3.21, though it 
should be worth $4.8665. And to-day the American dol 
lar is worth 25.8 grains of gold. 

Great Britain is a small island. The United States 
covers nearly 3,000,000 square miles. The rest of the 
world can furnish no les which have any value for 
us in organizing or reorganizing our banking system. 


Let it be admitted that there is much to be said in favor 
of branch banking, but when all is said that may be said 
it would not be difficult to prove that the suppression of 
unit banking in these United States would spell disaster. 
Let us never despise the day of small beginnings nor the 
virtue inherent in small things—E-xtracts, see 6, p. 128. 
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Associated Independent Banks 
of America 


Tus urge for branch banking and 
“unified banking,” which means the ultimate overthrow of 
our present dual unit banking system composed of both 
State and national banks, that has for nearly a century 
financed the marvelous growth and development of our 
country, and the complete extinction of the State banking 
system with its 15,000 unit banks, its $42,000,000,000 of 
resources, and its 1,500,000 stockholders, comes from a 
comparatively few sources. Just at this time certain of 
the interests are by every possible means furthering the 
enactment of the branch banking section of the Glass bill, 
which would deprive the States of the right to prescribe to 
what extent branch banking may be carried on within 
their boundaries (notwithstanding the so-called Vanden- 
berg amendment, a thoughtful reading of which reveals 
that it provides no protection whatever for existing 
banks), while others are ringing the changes on the safety 
of the English and Canadian"branch banking systems and 
recommending them for adoption by our country. 

Bank depositors are entitled to every possible considera- 
tion. Their interest is to see banks made safe places 
for their deposits and every reasonable corrective applied 
in our banking practices. 

The question is to make our banks safe without violat- 
ing the cardinal principles of our democratic form of gov- 
ernment, and without turning over the bank deposits of 
the people to the uses and purposes of a few, instead of 
keeping them for the most part available for service in 
the self-realizing activities of that community life that 
has been the principal factor in the development of our 
country and in making it the richest and happiest nation 
on earth. 

America is still America, and our people are not dis- 
posed to adopt the British, Canadian, or any other foreign 
system of banking, particularly since they know what 
would happen to our cherished American institutions 
should our promotion-minded brethren secure control of 
it. 

We want no such centralization in our country, Decen- 
tralization is characteristic of America in every field of 
activity, and has unquestionably been ene of the most 
important factors in its development. 

It is true that bank failures seldom occur in these tevo 
countries ; but it is also true that the banks are not subject 
to special governmental supervision or control as banks 
are in the United States, a weakness the dangers of which 
are incalculable. Without supervision, a wholly insolvent 
bank may remain open so long as it can meet the daily 
demands made upon it. 

Continued on page 115 
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Platt Cont’d 


banks have frequently been organized. In sparsely settled 
agricultural neighbrohoods it has been, necessary, in order 
to afford the people reasonable access to banking facilities, 
to organize banks with very small capital, $25,000 in the 
case of national banks and as low as $10,000 or even 
$5,000 in the case of State banks. 


In the days of agricultural prosperity these small banks 
were organized in great numbers by promoters and land 
speculators, and even in some cases by safe companies who 
later sold their stock to the people of the localities—‘“un- 
loaded” on the localities would be the proper term for 
many cases. It was evident to students of banking that 
this effort to do by very small independent corporations 
what other countries did by the more natural method of 
opening branches or additional offices of well-established, 
strong institutions was dangerous and would lead to 
serious trouble. Many of these small banks have now 
been closed, leaving in some sections of the country whole 
counties without banking facilities. 

Even when agricultural prosperity returns, it will not 
be easy to interest capital again in such hazardous enter- 
prises, and the only way by which these communities can 
obtain service is through branches, and the only way the 
depositors and stockholders of a larger number of exist- 
ing small banks can achieve security is through the con- 
solidation of their banks with each other, under the leader- 
ship of some of the larger banks of their territory. Branch- 
banking legislation will simpy remove the unnatural re- 
strictions upon consolidations. It will mean greater op- 
portunities for the smaller bankers, safer and better serv- 
ice to their communities. 

The arguments of the smali bankers who maintain op- 
position have been fully answered. For the most part, 
they are the same arguments that were used in the eighteen 
nineties, and some of them are too absurb to need answer. 
They have declared over and over again that branch bank- 
ing gathers up the money from the rural districts where 
it is needed and sweeps it into the great cities. This is 
a imagination with no facts whatever to support it. 

t presupposes that bankers are so foolish as to draw 
funds from neighborhoods where they are in demand at 
good rates of interest to loan them in neighborhoods 
where interest rates are low. 

The facts with relation to the Canadian system and to 
branch banking in California and other States where it 
has had some development are exactly to the contrary. 
The Canadian ing system loans more money in the 
prairie Provinces of West than the total deposits of 
the prairie Provinces amount to, ae which our 
banking system can not do. Our banking fairly pushes 
money into the large cities and into Wall Street because 
the small banks have not sufficient loaning power to take 
care of the larger industries in their territory, which must, 
therefore, carry accounts in the large cities. Through 
larger loaning power, to be obtained by branch banking, 
they would be able to take care of much, if not all, of 
this business at home. 

If branch banking is envitable, and will be, as Horace 


White said, “economical and profitable to all banks in 
both city and county,” what should most concern the 
bankers, particularly the smal! bankers, is the matter of 
provision for proper safeguards. It should not be al- 
lowed to get into the hands of promoters and should not 
be allowed to run wild. The Glass bill, with the amend- 
ment already accepted providing that branches must be 
obtained by consolidation except where no banking facili- 
ties now exist and providing that branches must be ap- 
proved by the Federal Reserve Board, dees, in my opinion, 
provide adequate safeguards—E-tracts, see 2, p. 128. 
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Hon. Henry B. Steagall 


I is urged by opponents of a de- 
positors’ guaranty law that several States have enacted 
laws for the insurance of depositors against loss and that 
these State statutes proved inadequate in periods of panic. 
But the fact remains that these State laws saved depositors 
in broken banks from losses of many millions of dollars. 
They prevented runs that would otherwise have closed 
hundreds of banks had the confidence caused by State 
guaranty laws been lacking. In the State of Nebraska, 
where a guaranty of deposits law was in force for nearly 
20 years, depositors were protected from loss and con- 
fidence in the law was such that after one-third of the 


the State guaranty law, nor did fall in deposits show ‘oss 
of confidence by the people of the State. 

The State laws to insure bank depositors against loss 
from failed banks were pioneers in a new field. Because 
of bad banking, lax aicuinccet, and weak regulation, 
the guaranty funds finally insufficient to pay losses 
in a period of panic. The State depositors insurance laws 
— the way to a sound national insurance system. 

h a guaranty fund sufficiently financed and properly 
administered will afford the security that depositors are 
justly entitled to, who put their faith and money in banks 
chartered under Federal laws. 


Many State laws faulty in that they did not 
ive to the State allies teers the right to refuse 
bank charters where such charters should not be granted 
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Associated Independent Banks Cont’d 


The large number of bank failures is the principal argu- 
ment advanced by the proponents of branch banking. It 
is true that the number of failures is appalling. Banks of 
eve , both large and small, city banks and count 
eke Wanch banks, chain banks, and group inka alk 
have failed alike; but an unbiased investigation of the 
causes of failures establishes beyond question that it is 
not in the least measure necessary to destroy our historic 
dual unit banking system in order to reduce failures to a 
minimum. 

The causes of failures are too numerous to discuss in 
this letter, and only the principal cause will be referred 
to briefly, viz, the very much over-banked condition that 
has existed for many years. 

In 1880 there was in the United States one bank for 
every 15,000 people and failures were a rarity. The num- 
ber was increased through laxity on the part of Govern- 
ment banking authorities till in 1921 there was one bank 
for every 4,000 a. In some western States there was 
one for every 1, people, and in Montana there was one 
for every 750 people. Through failures, mergers, and 
consolidations the number has been reduced until now 
there is one bank for every 6,500 people.’ 

It will only be necessary for Congress and the several 
States to enact legislation restricting the granting of bank 
charters to remove this, the greatest weakness of our 
present banking system. 

How any informed person zealous for the common 
good can blink the facts and advocate federally imposed 
state-wide branch banking is beyond all comprehension. 
The simple truth is that the state-wide branch banking 
proposal in the Glass bill is not an end in itself. It is only 
a stepping-stone to centralized control of nation-wide 
branch banking. This is no time to take so radical a step. 

The branch banking section should be entirely eliminated 
from the Glass bill, because it is based upon false reason- 
ing; because only special interests are behind it; and be- 
cause the American people realize that it is a wolf in 
sheep’s clothing.—E-xtracts, see 2, p. 128. 


A.L. Wiggins 


of us are familiar with the . 


disaster that has attended all bank guaranty laws that 
have been d by States of the United States, begin- 
ning with New York in 1829, the last being in South 
agai in 1915. All of those Lge have aa = 
e purpose for which they were designed ; all have 
tepialal <ocanedalinieiaae Of South Dakota, in which the 
bank-guaranty fund is bankrupt, and in the case of Mis- 


sissippi, in which it is practically bankrupt and the State 
has been called upon to vote bonds to make -— the 
guaranty which the fund failed to provide. In Nebraska, 
it has required an assessment on the banks for 10 years, 
from 1930 to 1940, of two-tentks of 1 per cent on their 
deposits in order to make good the gauaranty up to 1930. 


The argument might be used, of course, that a State 
guaranty proposition is very different from a national 
guaranty proposition. There is this similarity, however, 
that even if we admit that the failure of the State guar- 
anty fund was caused by local disasters and the argument 
might be put forth that a nation-wide ity would not 
be subject to local disturbances, at the same time in a 
world-wide depression, such as we have now, the same 
facts would prevail throughout the United States that pre- 
vailed throughout the individual States, that caused the 
bankruptcy of the fund in that State. 


If the banks in an individual State have not been able 
to set up sufficient funds to guarantee deposits in that 
State, I do not see how the banks of all the States could 
set it up any better to guarantee the deposits in all of the 
States. 

But the facts are that no fund has yet been accumulated 
in any bank guaranty plan that has been sufficient to take 
care of a major disaster. 

I would like to make this point, that in calling on the 
banks to provide the money to guarantee the deposits of 
each other, on the face of it it requires a heavy ex 
and a heavy burden on the sound institution for the tome 
fit of the weaker institution. That burden’ is not one of 
investment, but one of an expense; because any money 
paid into this guaranty fund could not in any sense be 
regarded as an investment of funds; but, on the other 
hand, is an expense. And in terms of the income of a 
bank, if it amounted to as much as the maximum pro- 
vided under this bill, that cost would be a very heavy 
burden on almost any bank, even under good conditions. 
In a bank of a million dollars deposits, assuming that 
about half of their deposits were time and half were 
checking, the initial outlay would be something like $7,000 
and the annual maximum that that bank might be called 
on to pay would be approximately $3,500 per year. 

ow that in most cases is more than those banks are pay- 
ing out in dividends and, in some cases, is more than those 
banks are earning under present conditions. 

The fact that all benks would be equally safe, assuming 
that a guaranty fund provided safety, there would, of 
~~ be no ere between — which in turn 
would encourage what I would term “wild-cat” manage- 
ment, taking the chances to make a profit and if they 
made a profit it would belong to the stockiolders; if they 
busted the bank, the guaranty fund would pay the de- 

itors, which I think would increase ain the num- 

r of failures that we might expect, once the bank guar- 
anty fund began to operate. 

No degree of supervision or superintendence will re- 
place. honest and sound management. You could remove 
a bad official, yes bee =. a any a laws 
supervising banks there w enty of opportunity 
ior 3 Selbr to tke ahi aot If be cae 
would get by. 

Guaranty of deposits would also remove the local re- 
qeaenity of stockholders and directors to depositors. 

are many banks to-day that are in a sound con- 
dition because the directors and stockholders have taken 
Continued om page 117 






































































































































































































































































































Steagall Cont'd 


In Nebraska, the courts decreed that the banking de- 
partment could not refuse charters. This decision denied 
to the State’s officers an authority essential to the — 
of banking and the security and sufficiency of the bai 
guaranty fund. During the war boom, hundreds of ad- 
ditional State banks were chartered, for which there 
was no economic use. Too many banks and too few 
bankers of ability and character destroyed the State guar- 
anty of deposits laws. The depositors guaranty laws 
brought prosperity and strength to the State banks when 
properly administered and saved depositors from losses 
of millions of dollars. The State depository insurance 
laws were discredited and destroyed by those who should 
have been their staunchest defenders. Prudent manage- 
ment and Government supervision of themselves have not 
proven sufficient security for bank depositors in the past. 
This fact gives absolute warrant for additional legisla- 
tion for the safety of depositors from losses in failed 
banks. 

The constitutionality and soundness of a bank deposi- 
tors’ insurance law was established through the enactment 
and operation of the State laws. In the case of Shallen- 
berger v. First State Bank of Nebraska, and Noble State 
Bank v. Haskell, reported in 219 U. S. 114, the United 
States Supreme Court sustained the State’s right to re- 
quire corporations engaged in banking to contribute a 
certain percentage to a fund for the protection of deposi- 
tors who sustained losses because of the failure of in- 
solvent banks. In a more recent case from Nebraska, 
Abie: State Bank v. Weaver (282 U. S. 265), the Su- 

reme Court again sustained the ~onstitutionality of the 
ebraska statute. 

The inefficient examination, lax administration, and in- 
discriminate granting of charters in States that enacted 
guaranty laws furnish lessons of great value in the prep- 
aration of new legislation. The experience of States hav- 
ing guaranty laws shows that it is practicable and advis- 
able to adopt a guaranty plan for the Nation. 


The bill I introduced in the last Congress does not pro- 
vide for a Government guaranty of deposits. The fund 
is to be raised by the banks. The initial fund—approxi- 
mately $300,000,000—is to be derived entirely from earn- 
ings of the Federal reserve banks. These earnings in all 
fairness belong to the member banks of the Federal re- 
serve system that pay the interest and supply the capital 
and deposits out of which the Federal reserve banks ac- 
cumulate their earnings. Assessments upon deposits of 
banks sharing in the benefits of the fund are to bear the 
balance of the burden. 


Any insurance plan is to be calculated on the cost cover- 
ing a period of ; rience shows that over any 
extended period total losses to depositors in the United 
States have not reached serious proportions. In a state- 
ment before the Committee on Banking and Currency the 
Comptroller of the Currency testified that the total losses 
to depositors in national banks anc member banks from 
the enactment of the national bank law down to 1930 
amounted to only $82,000,000. Since then the number 


of failures and deposits involved have been unprecedented. 
During the past 10 years 7,800 banks have failed, having 
deposits of $2,500,000,000. This is the worst period in 
history. Surely we shall not have another such exper- 
ience. 


But the fund established by my bill would be more 
than ample to have carried out the contemplated 
over the last 10-year period. Surely if this he true we 
cannot doubt that it will be sufficient to meet the exigen- 
cies of the future. 


We cannot work out the present situation without the 
use of banking facilities and banks cannot do their part 
without employing their deposits. They cannot employ 
deposits unless they can get and they dare not employ 
them when they have them so long as there is constant 
danger of wholesale withdrawals. 


The public welfare demands relief from these condi- 
tions. We must not fail to safeguard the Nation against 
a repetition of the disasters and distress resulting from 
bank failures during the past 10 years. It has brought 
ruin to banks, suffering to depositors, distress to the 
public, and destruction to business. The o > sure method 
of prevention is protection to depositors. :.: principle is 


accepted as sound on every hand by the Government, by the 


public and by the banks themselves, The Government 
demands insurance when its funds are intrusted to a 
bank. Banks require bonds of employees for protection 
against dishonesty. The public invests in life msurance, 
in fire insurance, in the insurance of crops. Citizens in- 
sure themselves against their own negligence. Banks 
constantly protect particular deposits when such protection 
is required. Common sense and simple fairness suggest 
that the public at large be accorded the same consideration. 
It is argued by some that the proposed guaranty plan 
would require well-managed banks to bear a portion of 
the losses from mis: ent in other banks, This 
argument is too shallow and shortsighted to merit serious 
consideration. There can be no separation of the interest 
of banks. The little bank is interested in the large bank 
and the large bank is interested in the little bank. Our 
banking structure is one building. Any disaster coming 
upon one is a serious cause for the concern of all. Any 
bank that carries burglary insurance helps to pay for co 
burglary that may occur in the United States. Any 
that pays for insurance against dishonesty of one of its 
officials contributes to the protection of any bank the 
funds of which are stolen by an employee. Bankers now 
universally approve the Federal reserve act, though they 
vigorously opposed its passage, just as some of them 
now oppose all suggestions for a guaranty plan for de- 
posits. But the Federal reserve act requires national banks 
to become members of the system to invest stock in the 
capital of Federal reserve banks upon which decreased 
returns are received and requires national banks to main- 
tain deposits with Federal reserve banks without interest. 
Bankers have learned that the system has brought a vast 
improvement in banking and great enhancement of the 
public welfare. Of course, there are some banks that 
could operate all right without the Federal reserve system 
just as some banks may still be able to operate all right 
without guaranty of deposits. But no one would again give 
serious consideration to any argument against the Federal 
reserve system because of the requirements imposed upon 
member banks, 
The test to be applied in this legislation as in all others 
Continued on page 118 
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Wiggins Cont'd 


out of the bank, assets that proved unsound or worthless, 
and it is my opinion that the bank is essentially a local 
institution and it will best serve the function for which a 
bank is designed if there is that local responsibilty by 
stockholders and directors to depositors. Of course, it is 
apparent to all of us that it will practically put out of 
business all banks not in the guaranty fund, except such 
banks as are outstandingly strong and independent. A 
great many nonmember banks are not in a position to-day 
to become member banks; they would not be acceptable 
as member banks because on a liquidation basis of the 
assets of some banks to-day they could not qualify for 
Federal reserve membership, which would mean that these 
banks necessarily would pass out of the picture through 
the failure route—E-tracts, see 10, p. 128. 


William S. Elliott 


W: are not connected: as a branch or 
affiliated with any other institution. We are entirely in- 
dependent, locally owned. We are opposed to the guar- 
anty of deposits. We do not believe it is fundamentally 
sound. We do not believe it is fair to the good banks 
which have been built up under the independent system, 
under State supervision, into strong and going institu- 
tions. 

We feel that to invoke the guaranty of deposits em- 
bracing all the members of the Federal reserve system 
would force the State banks who are not now members 
of the system either to come into the system and join in 
the contribution tv the guaranty fund or go out of busi- 
ness. And we feel that it is not fair treatment of the 
country banks who are operating under State charters to 
require them to go into a system which probably would 
require our institutions to put up initially about $10,000. 
Instead of our showing a small profit, as we did for last 
year’s operation, it would: put us in the “red,” and, as a 
country bank, seriously hamper our existence and our 
progress. 

One great trouble with the banks in this country, in 
my opinion, is the fact that they have been failing for 
several years, many of them, to make any profit at all. 
You can not run any sort of business without some sort 
of profit. You at least have to break even if you are 
going to make a success of any business. So many of 
the banks have actually shown losses for several years, and 
the imposition of such an assessment means that any bank 
or banking unit operating under State charter will be very 


seriously embarrassed at the outset of this system, unless 
they go out of business. 

Of course, in my opinion, it is unthinkable for a State 
bank to continue in operation without the guaranty if the 
member banks of the Federal reserve system are going 
to be forced to guarantee the deposits in this way. The 
State banks would either have’to go out of business or 
join the ‘system, and we feel like it would not be fair to 
the State . We have some very fine State banks in 
Georgia—about 275 of them—doing business, and the 
failures in the last couple of years have been relatively 
few compared to the failures throughout some other sec- 
tions of the country. And I believe that the State banks, 
many of them, would show a deficit in net earnings if 
they had to contribute the relatively large amount, for 
them, to the guaranty system that they would be required 
to do under the guaranty provisions of the Steagall bill. 

I do not agree to the idea of forcibly unifying the bank- 
ing system of the country, because I believe that the lit- 
tle fellow out in the “sticks” as they call the country man 
frequently, living in the rural districts, should have the 
benefit of banking regulations that will enable him to 
operate and carry on his business in a safe and reason- 
able way. You would say to him: “You must come into 
the national system or go out of business.” It would 
seriously hamper business in many of'the rural districts 
of our own State and I am sure in other States. That 
is one of the greatest dangers. There are about 275 State 
banks in Georgia and my guess would be that at least 250 
of them are not members of the Federal reserve system. 
And of course these banks would be forced, into the Fed- 
eral reserve system or go out of business. 

A man can establish a private bank in Georgia and in 
certain communities where there have been failures, some 
of them national banks, a man of outstanding character 
and importance has established a private bank that has’ 
readily taken over all the banking operations in that par- 
ticular community. I have in mind one particular com- 
munity where that has been done. There is another 
thing: Originally the banking business was established 
upon character and capacity of the men who organized 
the bank and who operated it. The first great test for 
the success of say laahien institution, and not only a 
banking institution but any kind of business enterprise, 
is the acter and capacity of the men who are managers 
of it, and I do not believe that any system of guaranty 
of deposits can take the place of character and capacity in 
the making of a successful banking institution. 

I feel that one indirect result of the proposed guaranty 
legislation will be the stimulation of a laxity on the pet 
of the officials who run the banks, knowing that their 
depositors whom they have to look into the face every day 
on the street, can not lose anything by their mismanage- 
ment of the banks, and also laxity of intelligent effort on 
the part of the depositors in selecting a banking institu- 
tion and supporting it and making a success of it, based 

m the character and capacity of the men who are run- 
= - I think it will develop a laxity in the business 
world. 

If you guarantee the bank deposits, at the next session 
of Congress there will be bills introduced to guarantee 
other people. The Government is taking over under its 
wing a good many different business proceedings, com- 
peting in so many ways with legitimate enterprise, and 
taking over the doing of so much for the people, that 
the Government is going to be topheavy and it may topple 
over.—E-xtracts, see 10, p. 128. 
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is its effect upon the p: clic welfare, Banks are the crea- 
tures of gover-mem, established primarily for public 
service and the promotion and development of agriculture, 
industry and commerce. It is not unfair to say that our 
present banking system fails to afford this service in a 
measure essential to national welfare. Present conditions 
must not be accepted as permanent, They constitute a 
challenge to the courage and constructive leadership of 
Congress. We must find a remedy. The first step is a 
sound plan for the protection of depositors. Some time 
it will be taken. Why not now ?-——Eztracts, see 11, p. 128. 


Hon. Robert L. Owen 


Tue great number of bank failures 
during the last two years show that 8634 per cent are 
small banks, and even these bank failures are really all 
due directly or indirectly to the stock-market crash, which 
ought never to have occurred. 

Assuredly, in the future this country can be protected 
against a repetition of the experience of 1929, just as 
foreign countries protect themselves against such experi- 
ences. 

I set this matter up quite fully on February 25, 1908, 
in the Senate, and there I advocated making the guaranty 
bank deposits a part of the banking system and the credit 
destabilization due to stock-market gambling. 

The objection to the ty of bank deposits is the 
unfounded theory that it would be too expensive. 

My answer is it would be greatly profitable, would add 
billions to the deposits and to the earnings of the banks. 

The Federal reserve banks should be required to guar- 
antee the deposits of member banks, and the Government 
of the United States should underwrite this guaranty so 
as to convince the people beyond the possibility of a doubt 
that their money is safe in the banks and will be paid to 
them on demand. 

Here are the foundation stones upon. which the banking 
system should rest. 

At present under the national bank act there is a par- 
tial guaranty of bank deposits to the extent: 

. The capital of the bank. 

. The surplus of the bank. 

. The ivided profits of the bank. 

. The stock of the bank in the reserve banks. 

. The reserves in the reserve banks. 

. The assets of the bank. 

. The safeguards ided by law requiring the banks 
to observe sound ing practice. 


8. The my sion provided by the rules of the Comp- 
troller of the Currency and the examinations made by the 
bank examiners of the Comptroller; the examinations 
made by the examiners of the Federal reserve banks; the 
examinations made by examiners of the clearing houses 
in the various cities. 

9. The fact that the president of the bank, his direc- 
tors, and his officials would be discredited if the bank 
should fail under their management. 


A life-insurance company requires an examination of 
the individual to see that he is in good health and of good 
character and of good habits. 


The fire-insurance companies require examination of 
the house insured to see that it is a safe risk. 


In the same way, under a system of insuring bank 
deposits, the reserve banks should be given power to safe- 
guard adequately their insurance of a bank and to impose 
conditions under which the insurance shall apply, and thus 
more ae safeguard the insurer as well as the de- 
positors of the bank by adding to the security of the banks 
through an adequate administration of such bank. 


It should-be remembered that while this proposed re- 
form applies to nearly 40,000,000 ple, who are the 
backbone of this country and who have $56,000,000,000 
of deposits, the guaranty bank deposit means rnuch more 
than protecting of the depositors of the bank. 


It means protecting the national industrial life, stability 
of business, stabilizing commodity values, stabilizing em- 
ployment and wages, stabilizing the business of manufac- 
turers, merchants, railroads, public utilities, professional 
men, labor unions, the farmers and stock raisers, and every 
line of human endeavor. It means stabilizing incomes of 
individuals, or corporations, and even of the National 
Government. It means bringing our national income back 
to normal. 

It means keeping the industrial energies of America 
uniformly employed at maximum efficiency. It means 
protecting and advancing high standards of living, the 
health, the wealth, and the happiness of the American 
people. 

You will meet with the plea that this system would 
encourage reckless banking. 

Properly written, the law, with its safeguards, would 
guarantee the opposite. 

You will meet with the charge that the system of 
guaranty bank deposits failed in Okiahoma, Nebraska, and 
other places. 

The answer to this is these systems were inherently 
weak, based on a guaranty fund, not administered by the 
banks themselves but by transitory political appointees 
and in which the banks were divided in opinion. The 
banks that were well conducted were taxed unfairly by 
banks that had no capital adequate to meet their over- 
head or to protect their depositors when any unusual oc- 
currence took place. 

Properly analyzed, you will find that these objections 
are not sufficient to justify an argument against a sound 
system properly administered. 

eee et Sree ee oe matter ee 
necessary to build up ic opinion in order epre- 
sentatives in Cangresk ties realize that the ar 
will approve, and that it desires, a sound system that will 
= bank deposits absolutely safe —E-xtracts, see 10, 
p. 128. 
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F. F. Beattie 


Tue question of a guaranty of de- 
posits in banks is not a new thought among the States of 
the Nation, as has been called to your attention. Nine 
States of the Union have attempted, at various times, 
and have, over a period of a few years, quickly abandoned 
it by reason of the fact that the guaranty fund broke 
down and it became entirely too expensive to the States 
which have undertaken it. 


I heard the argument used that this would not be ap- 
plicable to a Federal system by reason of the fact of the 
very wide area covered hy the system; and by reason of 
the fact that the west, and the east, and the south, and 
the north are dependent upon different industries and 
different modes of agriculture. But that argument sounds 
to me pretty much as the argument that was made in the 
establishment of branch banking down in South Carolina. 
The argument was made when branch banking came into 
vogue in South Carolina that the Piedmont section of 
South Carolina was very different from the coastal sec- 
tion of South Carolina. One was a mountainious area; 
the other was flat. They have different agricultural 
staples. One is a truck and tobacco country; the other 
is a cotton growing country. And the argument was 
further made that the branch banking would be success- 
ful by reason of the fact that when one section would 
need all the money it could get, the other section would 
not need it ; that when one section would be borrowing the 
other one would be depositing, and it was thought it would 
work out pretty well. Well, gentlemen, you know it did 
not work out well because when one section of the State 
wanted money they all wanted money, and it has not been 
a marked success in South Carolina. 


I feel that any guaranty system which we might have 
had in this country during the existing conditions through 
which we have just passed would have gone to smash. I 
think in normal times a guaranty fund might be built up, 
but when a catastrophe comes, when the crisis comes, it 
is going to smash. 


A mutual insurance company ge‘; along nicely so long 
as they do not have any fire; but a con tion which 
covers the country puts it out of business. 


I think it would be the most costly experiment this 
country could undertake, and one which would not be 
successful in the long run. 


I think it is extremely unfair to the banks of the coun- 
try which are properly managed to have to pay for some 
other bank which is being improperly managed. The fact 
that I had a bank in Greenville which I take great pride 
in—and permit me to say that I have not had to call upon 
the Reconstruction Finance Corporation nor do I antici- 
pate that I shall have to call upon it—which was taxed 
to have to guarantee the soundness of somebody else’s 
bank is extremely unfair and objectionable to unit 
banks which are now in business. 


You might say: “Well, should not banks see that de- 


positors’ funds are safe?” Yes, so far as our bank is con- 
cerned and so far as our depositors are con : 


’ 


that is done by our capital being ample to protect the 
deposits. 

I thoroughly approve of the legislation to increase the 
capital minimum to $50,000 and surplus. In fact, I do 
not know but what I would go ftrther. 

I think the Comptroller of the Currency should have 
greater discretion in scrutinizing communities to see 
whether or not a bank is needed in a particular com- 
munity. He should be given wider discretion in regard 
to the personnel, to say whether or not they are suitable. 

The argument is made that if you limit the capital to 
$50,000 you would cut out the small ccmummaliies A 
$50,000 capitalized bank could not be established in a 
3,000 population community. Well, I ‘answer that by 
saying a bank is not like an eating house; it does not have 
to be in walking distance of every man. Many people 
who use Sanka i not go to a bank once a year, and they 
get along very well; so that when the industrial life of a 
community becomes such that daily contact with a bank is 
needed, with good roads we have now and improved 
transportation facilities, it is almost impossible te con- 
ceive of a reasonable sized community which wouid not 
have access to a bank with proper capital structure. 

I am thoroughly of the conclusion that bank deposits 

ty is unwise, and I think undoubtedly in the course 
of time it would end in a catastrophe. If it runs along 
pretty well it might create a fund, but I say again when 
we have another crisis, which we will have, your guaranty 


fund will be a most expensive experiment.—E-xtracts, see 
10, p. 128. 


Charles E. Mitchell 


Tue affiliate in the investment bank- 
ing field is not anything new. The rapid growth of the 
number of affiliates is comparatively new. In the case of 
our bank the investment affiliate is 20 years old. 

The development of banking has been toward an in- 
creasing distribution of securities through banking af- 
filiates as against distribution through private i 
houses. In other words, the development in machinery o 
distribution that is to be expected as the inyestment mar- 
ket broadens has occurred rather in the development of 
pe: banking affiliate than in the growth of private banking 

rms. 

We know of places where the affiliate has been abused. 
On the other hand, it has become an exceedingly important 
factor in security distribution. I think, if you were to 
make a study of the percentage of securities distributed 
through affiliates to total distribution, would find that 
the percentage is very, very much hi than it has ever 
been in history. 

Pe est oe Se a amaane baie 
our shareholders; so there is no outstanding i 
that stock and no issues that the public is directly in- 
terested in, except as through that trusteeship. 

We have no prohibition pee our trust affiliate, the 
City Bank Farmers Trust Co., which is separately or- 

Continued on page 120 





Winthrop W. Aldrich 


Ir is impossible to consider the 
events which took place during the past ten years without 
being forced to the conclusion that intimate connection 
between commercial banking and investment banking al- 
most inevitably leads to abuses. 


For some time past the Chase National Bank has been 
giving serious consideration to the question of severing 
the connection between itself and its security affiliate. The 
matter was discussed at the last meeting of the directors, 
and a subcommittee has been appointed by the Executive 
Committee to report as soon as possible upon ways and 
means of bringing about this result. 


I am entirely in sympathy with the divorcing by law 
of security affiliates from commercial banks. I do not 
think, however, that the Glass bill goes sufficiently far in 
separating the business of commercial banking from that 
of dealing in securities. To separate commercial banks 
from their security affiliates is only half the problem. The 
followit g additional steps should ultimately be taken: 


(1) No corporation or partnership should be permitted 
to take deposits unless such corporation or partnership 
is subjected to the same regulations and required to pub- 
lish the same statements as are commercial banks. 


(2) No corporation or partnership dealing in securities 
should be permitted to take doposits even under regula- 
tion. 


(3) No officer or director nor any member of any 
partnership dealing in securities should be permitted to 
be an officer or director of any commercial bank or bank 
taking deposits, and no officer or director of any commer- 
cial bank or bank taking deposits should be permitted to be 
an officer or director of any corporation, or a partner in 
any partnership, engaged in the business of dealing in 
securities. 


(4) Boards of Directors of commercial banks should 
be limited in number by statute so as to be sufficiently 
small to enable the members to be actually cognizant of 
the affairs of their banks, and in a position really to dis- 
charge their responsibility to stockholders, depositors and 
the business cormmunity. 


The spirit of speculation should be eradicated from the 

ent of commercial banks, and commercial banks 

should not be permitted to underwrite securities except 

securities of the United States Government and of states, 

territories, municipalities and certain other public bodies 
in the United States. 

The Federal Reserve System was founded for the pur- 
pose of serving the governmental and commercial life of 
the country. I think that all commercial banks should 
be members of the system, and that their management 
should be actuated solely by the desire to carry out such 
purposes in a sound conservative manner. In my opinion, 
not until the reforms above mentioned have been put into 
effect will this result be obtained. —Estracts, see 9, p. 128. 
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ganized, separately operated, and separately directed, from 
buying securities which at some time the National City 
Co., our investment affiliate, may have had to do with; 
but we do have a definite prohibition against their buying 
any securities ‘rom or through the National City Co., the 
investment affiliate, and we go so far as to rule that even 
where, under a specific trust, there is a privilege stated for 
the trustee to buy securities directly from the investment 
affiliate, it must not be done. It is a fixed policy. 

It always carries an account which is used to take the 
peaks out of an advancing or a declining market. This 
operation never affects the trend of the market, but per- 
mits the seller of the day or the buyer of the day to sell 
and buy on a more even market than otherwise. That is a 
thing that has been done for many, many years, and I 
have had an agreement wit! the Comptroller that_we 
would never buy in the affiliate for fixed investment. Gen- 
erally speaking, the account works itself out-usually within 
60 or 90 day periods. 

The commercial-banking business is a business that is 
more or less constant and even in its production of profit. 
The investment banking business is a business which de- 
pends upon the state of the market over a period for a 
profit. I fear it would be misleading to a public to have 
a rapid publishing of the reports of an investment bank- 
ing company. The public would get the wrong slant com- 
pletely as to the earning power. Investment banking 
earnings are never stable. They are now up and now 
down. I think the publishing of a statement of the af- 
filiate once a year is in the public interest rather than a 
more often publication of it. 

I have very little sympathy with the views of those who 
depreciate the authority of the =: office and of 
the various superintendents of . If these authori- 
ties have the understanding and if they have the strength 
of personality within their organizations, they can enforce 
dictation leading to sound practices, I would rather see 
those qualities brought into play for the enforcement of 
proper banking, than I would to see various prohibitions 
come into the law with respect thereto or the granting 
of authority that over a period of years and with various 
men holding such offices, may be used not to the welfare 
of the shareholders and the public but to the embarrass- 
ment of banks and of banking management. 

But I think there is a very good reason for the dealings 
by an affiliate company in the shares of a parent bank pro- 
vided such dealings do not go so far in any case as to 
involve permanent ownership by the affiliate. 

I can understand how the operations of an affiliate in 
the shares of a bank might be definitely abused. I think 
that is something that we would best not prohibit by 
legislation, but something that the comptroller should 
watch with care in his examination and if he finds at 

time that it is operating to the detriment of the 
shareholders or cont: to the real, fundamental reason- 
ing of the law, then it is. something which he can stop.— 
Extracts, see 8, p. 128. 
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In the Senate 
Membership 
Total—% 
59 Democrats 36 Republicans 


1 Farmer-Labor 


Presiding Officer 
President: John N. Garner, D. 
Vice-President of the United States 
Floor Leaders 
Majority Leader Minority Leader 
Joseph T. Robinson, Arix., D. Charles L. McNary, Ore., R. 
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Chesley W. Jurney 


Chaplain 
Dr. ZeBarney Thorne Phillips, 
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The Month in Congress— — 


Political Developments 


Desrous of getting a fairminded, un- 
prejudiced view of how the Roosevelt Administration 
was getting along at the end of its first two weeks in of- 
fice, a Washingtonian went to the Capitol and sought out 
two observant and experienced Senators and asked them 
what they thought. 

The first Senator is a liberal Republican, not tied up 
with the so-called Progressive group, but more or less of 
a free lance. 

“Roosevelt,” he said, “made a grand slam with the first 
hand he picked up, but the tournament is just beginning.” 

The second Senator, who is a regular Democrat and who 
was not particularly for or against Roosevelt prior to his 
nomination, was told what the first Senator had said. 

“I agree with him, but I'll express it in golf terms: 
Roosevelt made an eagle on the first hole—but this is a 
thirty-six hole match.” 

In neither case was carping criticism intended. The 
man who sought the opinion of the two Senators did so 
because he knew they would try to size up the situation 
from a detached point of view and would give it the same 
cold blooded analysis a highly trained military officer 
would give to a battle problem. 

Men who view the situation as do these two Senators 


‘ 
In the House 
Membership 
Total—435 
312 Democrats 117 Republicans 
5 Farmer-Labors 
1 Vacancy 
Presiding Officer 
Speaker: Henry T. Rainey, D. 
Member of the House from Illinois 
Floor Leaders 
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Joseph W. Byrns, Tenn., D. Bertrand H. Snell, N. Y., R. 
Officers 
Clerk of the House 
South Trimble, Ky. 

Sergeant at Arms 
Kenneth Romney 
Doorkeeper 
Joseph J. Sinnott 


Chaplain 
Rev. James Shera Mont- 
gomery, D. 


have no illusions about the difficulties confronting the new 
Administration. They have no fault to find with the man- 
ner in which Mr. Roosevelt has conducted himself up to 
date. But they feel that the real test is yet to come. 

In the case of the emergency banking act and the 
economy act, they point out that the President had the 
solid backing of the country. nd is true that many 
veterans’ organizations opposed the Economy Act, but 
the overwhelming majority was for it. The same was 
true of the beer bill. There was more opposition to that 
than to either of the other two measures, but the majority 
in its favor was great enough to put it over without 
serious trouble. 

The fact that the President has held up patronage in 
order to keep Democratic Senators and Representatives 
in line meets with the approval of all practical politicians. 
These gentry point out, however, that there is a lurking 
danger in that policy. They say the Administration must 
loosen up fairly promptly on patronage or run the risk 
Kecning enemies out of some of its present friends. 

boys guessing for a limited period is good 
pits, but, according to the practical — the 

resident must be careful not to overplay his hand i 
this direction. 

Getting in direct touch with the public via the radio 
also meets with the of those who know how to 
play good, sound politics. This, they point out, is, in 
effect what Theodore Roosevelt and Woodrow Wilson did 
with great success. Whenever they got in a jam with the 





politicians they went over their heads and appealed direct 
to the people with telling results. They didn’t have the 
radio, but used the platform and the press for the same 
ends. How well Franklin D. Roosevelt can perform in 
this direction the politicians do not know, but they are 
frank to say that he made a good start. 

When it comes down to the fourth and fifth demands 
made of Congress—demands for the passage of the agri- 
cultural aid bill and the forestry-employment bill, obser- 
vant politicians are not so certain of their conclusions. 

The first question they raise is that of economy. If, 
they point out, the President got such prompt approval for 
the bill giving him powers to cut down the Government 
departments and to cut down veterans’ allowances, it was 
because the tax payers of the country want the cost of 
government reduced. 

As one Senator put it, “The people are willing for him 
to have the power drastically to cut expenses. The man 
on the Government payroll is none too popular Pe now 
and nobody would kick over the dismissal of several 
thousand Government employees and the striking from 
the pension rolls of many thousand ex-soldiers. But the 
President, now that he has this power, must go down the 
line. If he does not show up by July 1 with some real 
economy, his present prestige will suffer tremendously. 
And how is he going to show real economy if he saves 
with one hand and spends with the other?” 

This comment referred chiefly to the farm bill which, 
it is suspected, may require the expenditure not only of a 
great deal of money but the appointment of a large num- 
ber of Federal employees in its administration. 

As this is being written, strong opposition to the farm 
bill is developing in Congress. Likewise there is opposi- 
tion to the forestry-employment bill. 

President Roosevelt’s close friends are unperturbed by 
the forebodings on Capitol Hill. They smile and say that 
every criticism has been anticipated by the President 
and his political advisers and that they know exactly what 
they are doing. 

In. proof uf this they call attention to the fact that on 
the day he took office, Mr. Roosevelt was fully 
to meet the extraordinary situation that confronted him. 
He is equally prepared, they declare, to take care of the 
next steps. 

Replying to the criticism of the money spending fea- 
tures of the agriculture and forestry-employment bills, 
they point out that until the agricultural situation is cleared 
up prosperity cannot come and that money spent in that 
direction is money invested and not money wasted; that 
the forestry-employment idea is merely a temporary plan 
to absorb some of the unemployed until a more permanent 
plan can be worked out. 

So, it will be observed, opinion in Washington is, as 
usual, divided. The ardent Roosevelt supporters declare 
he is making good with a vengeance. His its say 
he is going too fast and that some of his projects are un- 
sound. The unbiased say he has made a good start but 
that matters have not developed to the point where an 
accurate estimate of his Administration can be made. 


Progress Made by Major 


Legislation 


From February 21st to March 24th, 1933 


Agriculture 


Ox March 16 the President sent the 
following me: to Congress asking immediate con- 
sideration of a bill to aid agriculture: 


“At the same time that you and I are joining in emer- 
gency action to bring order to our banks, and to make 
our regular Federal expenditures balance our income, I 
deem it of equal importance to take other and simultaneous 
steps without waiting for a later meeting of the Congress, 

“One of these is of definite, constructive importance to 
our economic recovery. 

“Tt relates to agriculture and seeks to increase the pur- 
chasing power a our farmers and the- consumption of 
articles manufactured in our industrial communities; and 
at the same time greatly to relieve the pressure of farm 
mortgages and to increase the asset value of farm loans 
made by our banking institutions. 

“Deep study and the joint counsel of many points of 
view have produced a measure which offers promise 
of good results. I tell you frankly that it is a new and 
untrod path, but I tell you with equal frankness that an 
unprecedented condition calls for trial of new means 
to rescue agriculture. 

“If a fair administrative trial of it is made and it does 
not produce the hoped-for results I shall be the first to 
acknowledge it and advise you. 


“The proposed legislation is necessary now for the 
simple reason that the spring crops will soon be planted 
and if we wait for another month or six weeks the effect 
on the prices of this year’s crops will be wholly lost. 

“Furthermore, by action at this time the United States 
will be in a better position to discuss problems affecting 
world crop surpluses at the proposed world economic con- 
ference.” 

On the same day a bill (H. R. Te carry out the 
President’s wishes was introduced by Representative H. 
P. Fulmer, S. C., D., ranking Democrat on the House 
Committee on Agriculture. i 
—— from the Committee on Agri 

arch 22 was passed by the House by a vote of 315 to 
98. An identical bill (S. 507) was introduced in the 
Senate by Senator Ellison D. Smith, S. C., D., chairman 
of the Committee on Agriculture and Forestry. On March 
24 the Senate committee began hearings on the bill. 

The main features of the bill, as passed by the House 
are as follows: 

et ee en ee 
establish farmers’ pre-war purchasing power, based on 
1909-1914 prices. 

Permits cotton planters to take options on Government- 
owned cotton, provided they agree to reduce their 1933 
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production by at least 30 per cent, and arrange for sale 
of options at a higher price expected to result from cur- 
tailed production. 

Gives Secretary of Agriculture power to provide for 
reduced acreage or production of any basic agricultural 
commodity through agreements with producers and to 
provide for rental or benefit payments to the farmers to 
bring the curtailment about. 

Defines wheat, cotton, corn, hogs, cattle, sheep, rice, 
tobacco and milk as “basic agricultural commodities.” 

Fixes the payments to farmers “in such amounts as the 
Secretary deems fair and reasonable to be paid out of any 
moneys available for such payments.” 

Authorizes the Secretary to enter marketing agreements 
with and to license processors, associations of producers 
and other agencies handling farm products in interstate 
or foreign commerce. Such processors and associations 
would be entitled to receive loans from the Reconstruction 
Corporation. 


Levies a tax on the processor of any basic agricultural 
commodity to raise the revenues needed to carry out the 
emergency law, the tax to equal the difference between 
current average prices and the fair exchange value based 
on pre-war prices. 

Provides that the act shall cease to be in effect whenever 
the President proclaims the agricultural emergency has 
ended. 

Strong opposition to the bill in the Senate is expected 
and it is generally thought that it will be amended by the 
committee before being reported to the Senate. Its ulti- 
mate passage seems highly probable, but the nature of 
the amendments which will be made cannot be foretold at 
this time. 


Beer 


Orn March 13 the President sent to 
Congress his famous 72-word message urging the passage 
of a beer bill, the text of which follows: 


“To the Congress: I recommend to the Congress the 
passage of legislation for the immediate modification of 
the Volstead act, in order to legalize the manufacture and 
sale of beer and other beverages of such alcoholic content 
as is permissible under the Constitution and to provide 
through such manufacture and sale, by substantial taxes, 
a proper and much needed revenue for the Government. 

“T deem action at this time to be of the highest impor- 
tance.” 


On March 14 the House Committee on Ways and 
Means reported H. R. 3341, which had been introduced 
by Representative Thomas H. Cullen, a Tammany Mem- 
ber from New York, and the bill was immediately passed 
on that day by a vote of 316 to 97. 

The Cullen bill was reported to the Senate by the Com- 
mittee on Finance, with amendments, on March 15 and 

ssed by a vote of 43 to 30. The bill, as passed by the 

ouse, fixed the alcoholic content of beer at 3.2 per cent. 
The Senate amended the bill by making the content 3.05 
per cent and including wines. The bill went to confer- 
ence, where the House provision for 3.2 per cent was 
restored. The conference report was agreed to by the 
Senate on March 20 and by the House on March 21. The 
bill was signed by the President on March 22. 


The bill becomes effective 15 days after it was signed 
by the President, or on April 7. It provides for the 
manufacture and sale of beer and wines containing not 
more than 3.2 per cent alcohol. A revenue tax of $5 a 
barrel is: placed on beer. ‘ 

The eighteenth amendment,’ which became effective 
January 16, 1920, provides specifically that: 

The manufacture, sale, or transportation of intoxicating 
liquors within, the importation thereof into, or the expor- 
tation thereof from the United States and all territory 
subject to the jurisdiction thereof for beverage pu 
is hereby prohibited. The Congress and the several States 
shall have concurrent power to enforce this article by 
appropriate legislation.” : 

The Volstead act was passed by Congress in October, 
1919, over President Wilson’s veto, to enforce the eight- 
eenth amendment when it came into effect. The Volstead 
act described as “intoxicating” brandy, whisky, rum, gin, 
beer, ale, porter and wine containing one-half of 1 per cent 
alcohol or more. 

The new law amends the Volstead act so as to exempt 
beer, ale, porter, stout, other malt beverages and wines 
which do not contain more than 3.2 per cent alcohol. 

The effect of the new law simply is to declare non- 
intoxicating the beverages named which contain no more 
than 3.2 per cent alcohol. 


Economy 


Ox March 10 the President sent a 
message to Congress asking for powers to reduce Govern- 
ment expenditures, giving as his reason the financial con- 
dition of the Federal Treasury. A bill to carry out the 
President’s recommendation was introduced in the House 
by Representative John McDuffie, Ala., D. (H. R. 2820) 
was passed by the House on March 11 and by a vote of 
266 to 138 and by the Senate on March 15, by a vote of 
62 to 13, after two days’ debate, embodying amendments 
recommended by the Senate Committee on Finance. On 
March 16 the oa accepted the Senate amendments and 
the bill was signed by the President. 

An Associated Press summary gives the provisions of 
the bill as follows: 

It specifies that pensions may be received by: 

Any person disabled by disease or injury in the active 
military or naval service or permanently disabled in ser- 
vice during the Spanish-American War, the Boxer rebel- 
lion, the Philippine insurrection or the World War. 

The widow, child or children, dependent mother or 
father of any person who dies of disease or injury in- 
curred in active military or naval service. 

The widow and (or) child of any deceased person who 
served: in the active og? Hg naval service during the 
Spanish-American War, Boxer rebellion and the 
Philippine insurrection. 

The monthly pension for disability shall be from $6 to 
$275 and for death from $12 to $75, the rates now in 
effect. Within these limits, the President is authorized 
to prescribe the rates payable to the different classes of 
veterans and their dependents. 

For persons specified in the first and second categories, 
the President is i to prescribe the minimum 
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degree of disability and such higher degree, if any, as in 
his judgment should be recognized. He also is authorized 
to prescribe the rate of pension payable for each degree 
of disability. 

The President is empowered to differentiate among vet- 
erans who served in different wars, those who performed 
different types of service in the same war, and in pay- 
ments for disabilities and deaths resulting from (1) ser- 
vice-connected injuries or diseases incurred in wartime 
service; (2) those resulting from service-connected di- 
seases or injuries incurred in peace-time service; (3) 
those resulting from nonservice-connected diseases or 
injuries. ; 

The date of the beginning and termination of each war 
(after the Civil War) may be fixed by the President for 
the purpose of determining the amount of war-time ser- 
vice to be allowed. He may specify the required number 
of days of war of peace-time service a veteran shall be 
entitled to a pension and issue such regulations as he may 
deem equitable and just. 


The Chief Executive may prescribe that persons with 
certain incomes shall not be entitled to pensions. 


All decisions by the administrator of veterans’ affairs 
under regulations issued by the President are conclusive 
on all questions of law and fact and are not reviewable 
either by any other Government official or by the courts. 


The administrator of veterans’ affairs is authorized to 
furnish domiciliary care to veterans of any war suffering 
with permanent disabilities, and medical and hospital 
treatment for diseases or injuries incurred or aggravated 
in line of duty in the active military or naval service. 


The administrator of veterans affairs is authorized to 
administer the provisions of the measure, subject to the 
general directions of the President and in accordance with 
regulations issued by the Chief Executive. He may del- 
egate this authority to subordinates. 


Claims for benefits under the measure shall be filed with 
the Veterans’ Administration under such regulations as 
the President may approve. If a claim is disallowed, it 
may not thereafter be reopened or allowed. 


No former emergency officer may continue to draw 
retirement pay unless the disability for which he was 
retired resulted from disease or injury, or aggravation 
of a preexisting disease or injury, which was incurred in 
line of duty between April 6, ‘917, and November 11, 
1918, the period of the World War, and it resulted direct- 
ly from the performance of military or naval duty. 

All laws granting medical or hospital treatment, domi- 
ciliary care, compensation, pension, disability allowance 
or retirement pay to veterans of the Spanish-American 
and subsequent wars or to former members of the military 
or naval service for injury or disease incurred or aggra- 
vated in line of duty are repealed with the exception of 
those relating to the retirement of officers and enlisted 
men of the regular Army, Navy or Marine Corps. 


These payments will be continued until June 30. In 
the meantime, all the claims will be reviewed and those 
allowed will be continued in force without any suspension. 
Payments on regular yearly renewable term insurance 
which have matured prior to enactment of the measure 
will not be affected. Neither will judgments which may 
hereafter be rendered in suits now ding under these 
contracts. Regulations issued by the President that are in 
effect two years after enactment of the measure shall con- 
tinue in force until Congress changes them. 


Compensation of Government employes, including mili- 
tary "peje apm for the next fiscal year beginning July 1, 
and for the remainder of the present fiscal year shall be 
readjusted to conform to the cost of living, provided the 
reduction placed in effect does not exceed 15 per cent. 


The President is authorized to determine the cost of liv- 
ing for the first six months of 1928, and to establish an 
index figure for this period to be used as a base. He also 
is to ascertain the index figure for the last six months of 
1932 and for each six months thereafter. 


The percentage by which the cost of living index for 
any six-month period is lower than the index for the base 
period is the percentage reduction applicable to Govern- 
ment salaties, provided it not be more than 15 per cent. 


Salaries of the Vice President, Speaker, senators and 
members of the House are reduced a flat 15 per cent. The 
reduction is now 10 per cent. 


President Roosevelt, whose salary under the Constitu- 
tion can not be diminished while he is in office, may volun- 
tarily subject himself to the law. 

The furlough provisions of the 1932 economy act, under 
which Government salaries were cut 81/3 per cent, are 
repealed along with the provisions suspending annual 
leave with pay. 


Forestry Employment 


Ox March 21 the President sent to 
Congress the following message urging the enactment of 
legislation for unemployment relief: 

“To the Congress: 

“Tt is essential to our recovery program that measures 
immediately be enacted aimed at unemployment relief. 
A direct attack in this problem suggests three types of 
legislation. 

“The first is the enrollment of workers now by the 
Federal Government for such public employment as can 
be quickly started and will not interfere with the demand 
for or the proper standards of normal employment. 

“The second is grants to States for relief work. 

“The third extends to a broad public works labor- 
creating program. 

“With reference to the latter I am now studying the 
many projects suggested and the financial questions in- 
volved. I shall make recommendations to the Congress 
presently. 

“In regard to grants to States for relief work, I advise 
you that the remainder of the appropriation of last year 
will last until May. Therefore, and because a continuance 
of Federal aid is still a definite necessity for many States, 
a further appropriation must be made before the end of 
this special session. 

“T find a clear need for some simple Federal machinery 
to coordinate and check these grants of aid. I am, there- 
fore, asking that you establish the office of Federal Relief 
Administrator, whose —_* will be to scan requests for 
grants and to check the efficiency and wisdom of their use 

“The first of these measures which I have enumerated, 





however, can and should be immediately enacted. I pro- 
pose to create a civilian conservation corps to be used in 
simple work, not interfering with normal employment, and 
confining itself to forestry, the prevention of soil erosion, 
flood control and similar projects. I call your attention 
to the fact that this type of work is of definite, practical 
value, not only through the prevention of great present 
financial loss, but also as a means of creating future 
national wealth. This is brought home by the news we 
are receiving today of vast damage caused by floods on 
the Ohio and other rivers. 


“Control and direction of such work can be carried on 
by existing machinery of the Departments of Labor, Agri- 
culture, War and Interior. 


“TI estimate that 250,000 men can be given temporary 
employment by early summer if you give me authority to 
proceed within the next two weeks. 


“T ask no new funds at this time. The use of unobli- 
gated funds, now appropriated for public works, will be 
sufficient for several months. 


“This enterprise is an established part of our national 
policy. It will conserve our precious natural resources. 
It will pay dividends to the present and future genera- 
tions. It will make improvements in national and State 


domains which heve bzen largely forgotten in the past few 
years of industrial development. 

“More importaat, however, than the material = will 
be the-moral and spiritual value of such work. over- 
whelming majority of unemployed Americans, who are 
now walking the streets and receiving private or public 
relief; would infinitely prefer to work. We can take a 
vast army of these unemployed out into healthful sur- 
roundings. We can eliminate to some extent, at least, the 
threat that enforced idleness brings to spiritual and moral 
stability. It is not a panacea for all the employment 
but it is an essential step in this emergency. f ask its 
adoption.” 

This proposal met with immediate and vehement opposi- 
tion from the American Federation of Labor and sa 
those members of the House and Senate who are against 
anything that appears to stand in the way of a program 
of rigid economy in government expenditures. 

As a result of this opposition the House and Senate 
Committees on Labor decided to hold joint hearings on 
the bills by Representative Joseph Byrns, Tenn., D. (H. R. 
3905), and Senator Joseph T. Robinson, Ark., D. (S. 
598), beginning on M 23, when Miss Frances Per- 
kins, Secretary of Labor, was scheduled to appear and 
explain the legislation recommended by the President. 


Politics 


l. The science and art of government; the science dealing with the organization, regulation, and adminis- 
tration of a State, in both its internal and external affairs; political science; also, formerly, that branch of ethics 
dealing with the ethical relations and duties of states or social organizations. 


2. The theory or practice of managing or directing the affairs of public policy or of political parties; hence, 
political affairs, principles, convictions, opinions, sympathies, or the like; in a bad sense, artful or dishonest 
management to secure the success of political candidates or parties——Webster's New International Dictionary. 





The Students’ Laboratory 
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The Students’ Question Box 


Solutions of Problems Involving the 
Practical Application of the Theory 


of the American Government 


Articles on the Operation of the 


Federal Government 


Replies to Queries 


Q. Can the Speaker of the House of Representatives 
be removed from the chair? R. L. 


A. Yes, a Speaker may be removed at the will of the 
House, and a Speaker pro tempore appointed. 


Q. Does the House of Representatives at anytime hold 
Secret Sessions? N. G. 


A. Rule XXIX of the House Rules reads: 

“Whenever confidential communications are received 
from the President of the United States, or whenever the 
Speaker or any Member shall inform the House that he 
has communications which he believes ought to be 
secret for the present, the House shall be cleared of all 
persons except the Members and Officers thereof and so 
continue during the reading of such communication, the 
debates and proceedings thereon, unless otherwise ordered 
by the House.” 

This rule was adopted in 1792, although secret sessions 
of the House had been held before that date, Secret ses- 
sions were frequently held up to about 1830. In 1880, 
when the House Rules underwent general revision, this 
rule was retained but it has long been in disuse, and never. 
in modern times, has the House held a secret session. 
Caucuses of the Political parties are always secret, but 
they are not a part of the procedure of the House. 


Q. What is meant by the Caucus? 


A. A caucus is a meeting of the members of a party, 
usually to determine party policy. A caucus was held b 
the Democrats of the House on the morning of March 11, 
1933, to determine the party attitude on the Economy Bill, 
giving the President authority to reorganize the depart- 
ments. The effect of the decisions arrived at in caucus 
is to bind the members of the party to solidarity. Not 
only is it valuable in this regard, but it is also a protection 
to individual party members. ~ 

In the case of the Economy Bill, many Democratic 
Members of the House found themselves in an embarrass- 
ing position. A Democratic President was asking them to 
vote him power which they well understood would be used 
to reduce veterans’ compensations. Their districts were 
full of veterans who were vigorously opposing the bill. 
Without caucus action every Democrat in the House would 
be standing on his own feet. But, backed by the action 
of the caucus he could vote to s rt the President 
and explain his vote as being in the- interests of party 
solidarity. The Caucus of the House Democrats voted to 
support the President on the Economy Bill and thus paved 
the way for its passage in the House. 


Q. What becomes of the remainder of an appropria- 
tion at the end of the fiscal year? E. E. 


A. When an appropriation is voted by Congress to de- 
fray certain expenses of the Government, that ee. 
tion is good for one fiscal year—July 1 to June 30, only. 
If all the money is not spent during the year, what is left 
over automatically goes back into the Treasury. Specific 
Co ional authority must be given if that remainder 
or any part of it is to be spent during the next year. 


Q. Has the President the power to declare Congress 
adjourned? M. J. P. 

A. The Constitution of the United States provides 
(Art. II, Sec. 3) that the President “* * * may, on ex- 
traordinary Occasions, convene both Houses, or either 
of them, and in Case of Disagreement between them, with 
Respect to the Time of Adjournment, he may adjourn 
them to such Time as he shall think proper * * *.” us, 
while the President may call Congress into extraordinary 
session whenever he thinks the needs of the country re- 
quire such action, his power to adjourn Congress is lim- 
ited to an occasion when one of the houses wants to 
adjourn and the other does not. 

e Constitution provides (Art. I, Sec. 5) that 
“Neither House, during the Session of Congress, shall, 
without the Consent of the other, adjourn for more than 
three days, nor to any other Place than that in which 
the two Houses shall be sitting.” Congress is adjourned 
for more than three days by a concurrent resolution. 
Until the Sixty-seventh Congress neither house had ever 
adjourned for more than three days itself with the 
consent of the other. On June 30, 1 (67th on 
2d Sess.), the House adjourned until August 15, 1 
with the consent of the te. 
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How Uncle Sam's Laws 


Are Made 


Series by Norborne T. N. Robinson 


Tus following article is the eleventh of a 
series of comsecutice articles in which ull phases of House and 
Senate procedure will be described. The articles are being pre- 
pared with the aid of the leading parliamentary authorities at the 
Capital, including members of both the Senate and the House and 
officers of those bodies. 


—————-§ 


The Trial of Impeachments 


For the first time in twenty years and 
for the eleventh time in history the House has voted to 
impeach a Federal officer and the case will be tried by the 
Senate, sitting as a Court of Impeachment,. beginning on 
April 11, at 12.30 p. m. 

The officer is Judge Harold Louderback, United States 
District Judge for the Northern District of California. 
He is charged with misconduct in office i in connection with 
the appointment of receivers in bankruptcy cases. The 
charges have to do with alleged favoritism in the selection 
of receivers and attorneys and the allowance of excessive 
fees. 

The last effort at impeachment was that made by Rep- 
resentative Louis T. McFadden of Pennsylvania who of- 
fered two separate resolutions to impeach President Hoo- 
ver in the last Congress. Both were defeated by an over- 
whelming vote. 

In 1926 the House voted to impeach Judge Geo: 

English, District Judge for the Eastern District of timo, 
but Judge English resigned before the Senate met to try 
his case. 

Other officers impeached by the House and tried by the 
Senate were: 

William Blount, Senator from Tennessee, 1798; sedi- 
tion; charges dismissed for want of jurisdiction. 

John Pickering, District Judge from New Hampshire, 
1803-04 ; drunkenness; removed from office. 

Samuel Chase, Associate Justice of Supreme Court, 

1804-05 ; misconduct at trials; acquitted. 

James H. Peck, District Judge from Missouri, 1830-31 ; 
tyrannous treatment of counsel ; acquitted. 

West H. Humphreys, District Judge from Tennessee, 

1962; secession support ; removed from office. 

Andrew Johnson, President, 1868 ; law unsurpation ; ac- 
quitted. 

William W. Belknap, Secretary of War, 1876; bribery ; 
acquitted, after he had resigned. 

Charles Swayne, District Judge from Florida, 1904-05; 
official misconduct ; acquitted. 

Robert W. Archibald, Associate Judge of United States 
Commerce Court, 1912-13; collusion ; removed from office. 


George W. English, Distriet Judge, from Illinois, im- 
peached in 1926 and resigned before trial. 

Hatold Louderback, District Judge from California, im- 
peached Feb. 24, 1933, 

The provisions of the Constitution of the United States 
covering impeachment are as follows: 


Art. 1. Sec. 2. Par. 5—“The House of Representatives 
x x x Shall have the sole Power of Impeachment.” 


Art. 1. Sec. 3. Par. 6—“The Senate shall have the sole 
Power to try all Impeachments. When sitting for that 
pene. they shall be on Oath or Affirmation. When the 

resident of the United States is tried, the Chief Justice 
shall preside: And no Person shall be convicted without 
the Concurrence of two-thirds of the Members present.” 

Par. 7—“Judgment in Cases of ng gS shall not 
extend further than to removal from ice, and disquali- 
fication to hold and enjoy any Office of honor, Trust, or 
Profit under the United States: but the Party convicted 
shall nevertheless be liable and subject to Indictment, 
Trial, Judgment and Punishment, according to Law.” 

There are various methods of setting an impeachment 
in motion in the House. Charges may be made on the 
floor by a Member; the President may request the House 
to consider an impeachment or charges may be made by 
State Legislatures, grand juries or charges may grow out 
of investigations made by Congressional Committees. 

In the case of Judge Louderback, the Bar Association 
of San Francisco, upon complaint of members, investi- 
impr the charge that Judge Louderback was guilty of 

mproper conduct, concluded that he was and, early in 

931, sent a report to that effect to the Department of 
jeu The Attorney General forwarded the report to 
the House Tomeilinen's on the Judiciary. The Committee, 
after an examination of the charges, a a subcom- 
mittee composed of Chairman H. W. Sumners, Tex., D.; 
Representative Fiorella La Guardia, N. Y., R., and Rep- 
resentative Gordon Browning, Tenn., D., who went to 
Sin Francisco and held hearings. 

A resolution was ramps 7 Representative La 
Guardia to impeach Jud; The accused later 
came to Washington vo Saas and Sy lcees before the 
Committee for a hearing. A majority of the Committee 
voted an adverse report on the La Guardia resolution 
and a minority report was made in favor of. it. 


After four hours debate the House, on February 24, 
1933, adopted the minority report by a vote of 183 to 97, 
and sent the resolution to the Senate. 

On April 7 the Senate will meet as a Court of Im- 
peachment and the managers of the impeachment from the 
House will appear and present the articles of impeach- 
ment. These managers will be Representative Sumners, 
Chairman of the Committee on a ary, and four 
other Members designated by him. — will then 
summon the accused and a regular trial will proceed. 

Usually the Senate sits for several hours each da’ 

« Cort ot 3 chment, and then devotes the rest of the 
day to its duties. When the trial is concluded the 
Senate votes on the question of whether the accused shall 
be impeached. Unless two-thirds of these present vote for 


impeachment, the accused stands acquitted. 





President Roosevelt's Cabinet 


Corvett Hutt, Tennessee, Secretary of State. 

Witiiam H. Woonin, New York, Secretary of Treasury. 
Grorce H. Dern, Utah, Secretary of War. 

Homer S. Cummines, Connecticut, Attorney General. 
James A. Fartey, New York, Post Master General. 


Ciaupe A. Swanson, Virginia, Secretary of the Navy 
Harovp L. Icxgs, Illinois, Secretary of the Interior. 
Henry A. Wattace, Iowa, Secretary of Agriculture. 


DanreL C. Roper, South Carolina, Secretary of Com- 
merce. 


Frances Perkins, New York, Secretary of Labor. 


This Month's Contributors 


Winthrop W. Aldrich, Chairman of Governing Board and Presi- 
dent, Chase National Bank. 


F. F. Beattie, Pres. First National Bank, Greenville, South 
Carolina. 


Hon. Sam G. Bratton, U. S. Senator, N. Mex., D. 


William S. Elliott, Vice Pres., Bank of Canton, Canton, Ga.; 
Vice Pres., = Bankers’ Assn. 


Hon. Carter Glass, U. S. Senator, Va., D. 


Thomas W. Lamont, Banker, Member of the Firm, J. P. Morgan 
and Company. 


Felix M. McWhirter, President, Peoples’ State Bank, Indian- 
apolis, Ind. 


Charles E. Mitchell, Chairman National City Bank, N. Y. 


Hon. Robert L. Owen, Former Democratic Senator from Okla- 
homa. 


Edmund Platt, V. Pres., Marine Midland Group; formerly Vice 
Governor Federal Reserve Board. 


Hon. Henrik Shipstead, U. S. Senator, Minn., F.-L. 


Hon. Henry B. Steagall, U. S. Rep., Ala., Dem., Chairman House 
Committee on Banking and Currency. 


A. L. Wiggins, Pres., S. Carolina Bankers’ Assn. 


Owen D. Young, Chairman of the Board, General Electric Com- 
pany. 


This Month's Sources 


1—Congressional Record, January 9%, 1933. 
2—Congressional Record, January i0, 1933. 
3—Congressional Record, January 24, 1933. 
Ss ag ay Academy of Political Science, N. Y., 
ovember 


5—American co Association Journal, July, 1932. 
-~io Commercial and Financial Chronicle, November 


7—Hearings, Sub. + Barts Committee on Banking and 
Currency, Rebranry 4 

8—Hearings, Sub. a: Committee on Banking and 
Currency, ee 2 1931. 

9—Press Statement, March 8, 1933. 

10—Hearings, Sub. Com., House Committee on Banking and 
Currency, March 14 to April 8, 1932. 

11—Report, Sub. Com., House Committee on Banking and Cur- 
rency, April 19, 1932. 
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A New Congress Convenes 


-“ 


The Roosevalt Policies Are 
Being Put Into Operation 
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